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LoJack Corporation (NASDAQ GS: LO] hi), the premier
worldwide provider of tracking and a4 ol\iery systems,
brought its first product o markek mer than two decadags.
ago, creating the stolen vehicle recove'ry catego /‘Smce ’
then, the Company has earned a reputation as the global
leader in the market. From its inception LoJack” rimary.
B core strengths — and market differentiators - have een its
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%nothgr key differentiator is Lojack’s unique ralal "

- with law enforcement agencies throughout the U. 5 sand in
most colintries where the Company operates. The*lojack
System was created specifically to operate within® the
processes and procedures of law enforcement to provige 4 \
highly efficient, turn-key method for systerrrﬁctivatiﬁin an
asset recovery. LoJack software and clatabases; a?&i ‘
integrated with the state crime compuférsin-ty 6(I

Lechnology for trackjng and recovery; the system’s
g W|th law enf fcement ‘agencies across the
.- ong brand, whith-is part of the American

‘Jrackln&, ar\&?}rew\’@f}’ - the U.S. where Lojack operates, which gxpedligs activa
“ /E A \ and tracking. The Company’s Police Tracking Bbmputers
L |\ —— {PTCs), which are installed in law enforce vehicles

helicopters and fixed-wing aircraft, enable a'stolen asset to -
communicate its whereabouts to auih‘qrities in real-time via
RF technology. This vehicle to vehicle communication delive
unprecedented precision in “last mile” t@ckipg and optimizé
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stolen asset recovery. = e
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Today, Lojack’s ch t'*l\ cerppn#es} the tr’lckm,g2 and
recovery of a variety ¢ : assels | pnd cars
and trucks, including con3 pmemt ;,ommer fal
vehicles and motorcycies — all of.whlch leverage the COrn|Zdny s
unrivaled recovery solutions and firect integration with law
enforcement. In 2005, LoJack establsshed}llcgnsmg agree-
ment with Absoiule Software 1o offer LoJack for
Additionally, Lojack entered the cargo securily market “ wi
nneig:;tiifel:vestment " SC mtebnty fnc., which Operalas in 26 states and the District of Columbla andit
' 30 countries:th u&ﬁbut North America, South AmencaL
Europe, Africe g ‘5|a In 2004, LoJack expanded into the
Canzilan market Through its acquisition of Boomerang
Tragking, the leading marketer of stolen vehicle recovery -
technology in Canada.

Lojack Police Tracking Computer

The Compqr{y E é olen Vehicle Recovery System delivers a
better lhan/90 per énrgsuccess rate and has helped recevem_
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Dear Sharehaolders,

In 2007, we successfully navigated the worst domestic
automotive, motorcycle and construction equipment
markets in many years and delivered record unit volume,

a 4% increase in revenue and a 30% increase in net income.
Moreover, we delivered these results while continuing to
invest in strategic programs to drive long term growth. Our
strong performance for 2007 was a direct result of our efforts
to both diversify the LoJack business and refine our domestic
business model.

2007 FINANCIAL PERFORMANCE

Revenue increased by 4% over the prior year to $222.7
million from $213.3 million in 2006. Net income increased
by 30% to $21.4 million or $1.13 per fully diluted share
from $16.5 million or $0.86 per fully diluted share in 2006.
We are also pleased that gross margin as a percentage of
revenue increased to 56% for 2007, from 53% in 2006.

DOMESTIC PERFORMANCE

Our domestic automotive and construction businesses did
not meet our expectations for 2007, while our motorcycle
business delivered a 29% increase in unit volume for the
year. Each of the markets in which we do business was
impacted by the challenging economic situation including:
the worst automotive market in more than a decade, a 28%
decline in the broader construction equipment market

and a 5% decline in motorcycle sales.

We believe three factors negatively impacted our domestic
automotive unit growth. First, national economic conditions,
namely, tight credit, rising unemployment and falling real
estate values, resulted in consumers having less disposable
income and qualifying for smaller vehicle loans. Second,
when automobile sales slowed, dealers became concerned
with the carrying costs of the vehicles in their inventory and
focused exclusively on selling vehicles versus generating
profit from the sales of aftermarket products such as LoJack.
Third, as the business needs of our dealers changed, many
shifted from our bulk installation model in which we would
equip 100% of the inventory at a dealership with LoJack, to
anather of our business models where Lojack units were not

sold and installed until the vehicles were sold. Our challenges
in 2007 did not reflect either significant incursion of
competitors or strained relationships with our automotive
dealer partners. Our dealers still view Lojack as one of the
best solutions to the profitability challenge they face.

During the first half of 2007, our construction business

was clearly impacted by the downturn in the construction
equipment industry. However, our programs with equipment
manufacturers, large rental companies and construction
companies enabled us to affect a turnaround in the second
half of the year and deliver a moderate rate of growth. In
2008, we expect to execute on these successful programs
and complete the roll out of our new product for construction
equipment, LoCate by LoJack. This new offering delivers an
easy-to-use and straightforward asset management system
based on GPS technology. When sold in combination with
our core stolen vehicle recovery system, this solution provides
fleet managers with some of the most desired asset manage-
ment capabilities along with highly effective theft protection.

The LoJack motorcycle business continued to grow in 2007.
After just three years, LoJack motorcycle unit volume is equal
to that of our construction business, which we launched in
2000. In 2008, we intend to increase penetration at existing
dealerships and open additional distribution points. We
expect that LoJack Early Warning for Motorcycles, which

we introduced in 2007, will contribute to the growth of our
motorcycle business.

Despite the economic challenges affecting our domestic
business, there were several notable achievements in 2007:

* We experienced growth in two of our three major regions,
with sales in the automotive channel increasing 5% in our
southern region and 2% in the eastern region. Also, sales
in our western region, with the exception of southern
California and Arizona, increased 10% over the prior year.




* Our construction business began to turn around in the
second half of 2007 and we expect that trend to continue
into this year.

* LoJack motorcycle sales were up 29% over the prior year.

Additionally, the success of the Lojack for Laptops product
had a positive impact on our domestic performance and
served to enhance our powerful brand. Consumer acceptance
of the LoJack for Laptops product demonstrates to us that there
is opportunity to leverage the Lojack brand in new categories.

SC-integrity, Inc., which markets Lojack inTransit, has had
some initial success providing a cargo security solution to
major manufacturers in the pharmaceutical, clothing, tobacco
and electronics markets. Though still in the early stages of
development, the team at SC-integrity continues to evolve
and expand their business model. We continue to expect
that the tracking and recovery of valuable cargo and assets is
an opportunity.

INTERNATIONAL PERFORMANCE

For the first time our annual international unit volume
surpassed our domestic unit volume. Our international
segment delivered double-digit growth in revenue and
contributed approximately 70% of our net income in 2007,
compared to approximately 40% for the prior year.

Our growth was driven by our licensees in Latin America,
which is an area of continued focus for 2008. Vehicle theft
remains a very serious problem in Latin America and our
products remain very relevant for both consumers, who need
to protect their vehicles, and insurance companies, who
need to mitigate risk associated with vehicle theft. We also
experienced strong growth with our licensee in South Africa,
another area of high vehicle theft.

Our European region delivered a double-digit increase in
unit volume, though off of a relatively small base. The growth
trends in Europe appear promising for the long term as our
licensees there continue to build their businesses.

Our focus in Italy during 2007 was to develop the needed
infrastructure to operate the LoJack network and to form
solid relationships with law enforcement, while beginning to
build our distribution. In 2008, we will further develop our
sales force, increase insurance mandates and continue to
build distribution.

Though we failed to meet our financial targets in 2007 at
Boomerang, our team has improved the fundamentals of
the business and delivered four consecutive quarters of year
over year unit growth. Since the Boomerang business is
based on a recurring fee model, the revenue related to these
new units will build in the coming years. The key challenge
in 2008 will be execution of the transition from analog to
digital technology and managing the impact on customer
retention rates. As part of this transition at Boomerang, we
will continue to roll out our next generation product, called
Espion, which has been a catalyst driving the recovery of our
business with insurance companies in Quebec.

We continue to believe China provides a good market
opportunity. We are in the process of finding a new licensee
and expect to build on the progress that has been made in
setting up the basic infrastructure for the LoJack network
operation in China.

Our international markets will continue to be drivers of our
growth in 2008. It is our expectation that our international
unit volume will continue to outpace our domestic unit volume.

DIVERSIFICATION DRIVING
LONG-TERM GROWTH

Though the performance in certain parts of our business in
2007 did not meet our expectations, consolidated growth
was the result of our strategy to diversify the business, We
have expanded into the construction and motorcycle market-
places, which leverage our existing infrastructure; used the
power of our brand to license Lojack for Laptops; and most
significantly, continued to develop our international business.




We remain committed to our strategy of diversification and
will continue to make investments to:

* broaden and deepen our penetration in the domestic
automotive, construction and motorcycle markets;

* increase international market penetration by more closely
aligning our interests with existing licensees, growing our
business in Italy and at Boomerang and expanding into
new markets;

evaluate entry into new businesses;

extend and leverage the well-known LojJack brand; and

scope and develop technology that will ensure that

LoJack remains at the forefront of the market for stolen
vehicle recovery and has the ability to enter new channels
and markets.

NEGOTIATING A DIFFICULT ECONCMIC
SITUATION [N 2008

We expect 2008 to be another challenging year for the
domestic economy. However, we will continue to make
investments in our business to drive long-term growth. We
remain confident in our business prospects for 2008 and our
ability to take advantage of the many opportunities before
us. Our employees are clearly focused on those strategies
which will ensure LoJack remains the global leader in
tracking and recovering valuable mobile assets.

Pictured (L to R) Richard T. Riley, Chairman & CEC
and Ronald V. Waters, President & COO

On behalf of the entire LoJack management team, we would
like to thank our employees, shareholders, distribution partners,
international licensees and customers for their continued
support. We look forward to our opportunities in 2008.

( %2 e 7/ V. %
Richard T. Riley
Chairman and Chief Executive Officer

N ) DuoFe—

Ronald V. Waters
President and Chief Operating Officer




2007 TOP WORLDWIDE STOLEN YEHICLE RECOVERIES

On a global scale, vehicle theft is a serious, ongoing issue that not only impacts individuals who have their cars stolen, but also

society at large.

This year’s stories reflect the important role the LoJack recovery systems play in helping society by not only curbing the
growing global problem of vehicle theft, but also by assisting police apprehend the criminals and bring an end to organized

United Kingdom: Tracker Leads Police to
Record Drug Haul

Tracker, LoJack’s U.K. licensee, led Rotherham police to a
record haul of heroin and crack cocaine, a machine gun and
ammunition. Officers tracked a stolen Volkswagen Golf to a
garage and found the vehicle loaded with drugs, valued on
the street at nearly £1 million. The suspect pleaded guilty
and was sentenced to 11 years in prison.

Colombia: Cross-Border Coordination Among
Three Countries Recovers Stolen Excavator

A Caterpillar Excavator was stolen in Hackensack, New Jersey,
then shipped inside a container from Charleston, South
Carolina to a port in Venezuela. U.S. police activated the
system and the Venezuelan licensee picked up the activation
code while the container was moved to the border city of
Cacuta in Colombia. The Colombian licensee located the
container and recovered the excavator with the help of the
Colombian police. This recovery demonstrates the power of
cross-border collaboration and highlights why Lojack is the
global leader in stolen asset recovery.

theft rings that are often behind this and other more serious crimes.

Italy/France: Lamborghini Recovery Halts
Cross Border Crime

LoJack’s French licensee was notified that a customer had
his Lamborghini Gallardo stolen while he was vacationing in
ltaly. Thieves had broken into the house at dawn where the
owner was vacationing and, using sleeping gas to subdue the
victim, stole the keys to his Lamborghini. LoJack’s French
licensee immediately reported the theft to Lojack Italia,
which promptly found and recovered the vehicle. Two
thieves were arrested.

South Africa: Man Hijacked On Same Day,
Same Hour Two Years in a Row

For many, the horror of being hijacked is often most vividly
relived on the anniversary of the traumatic event. For one
Tracker customer, however, that horror was relived all too
literally when he was hijacked in the same place in South
Africa, driving the same car, on the same day, during the same
hour, exactly one year later. Fortunately in both instances,
the Tracker System with the support of South African Police
Service recovered the stolen vehicle and, in the second
instance, apprehended two armed men.




Canada: Boomerang Tracking Helps Police Bust
$300,000 Chop Shep

Canadian-based Boomerang not only helped the owner of
a Jeep Liberty find his stolen vehicle in Terrebonne, Quebec
in less than 30 minutes, but also busted a major chop shop
containing 17 other intact stolen vehicles, 65 car and truck
motors, 35 pairs of air bags and four vehicles with modified
Vehicle Identification Numbers. The total value of the
recovery was more than $300,000.

U.S.: Lojack System Leads Chicage-Area Police
Lo Bust $902% Construction Theft Ring

Through tracking a LoJack-equipped International truck,
Chicago-area police discovered a major chop shop involving
several stolen trucks and more than 30 pieces of equipment
valued at $900,000. The site was declared a “hazmat” zone
because so much diesel fuel and other toxic substances had
been dumped on the ground without any precautions. Police
apprehended the criminals behind this organized crime ring.

Lojack for Laplops: Leads Police to Home
Invasion Suspects

A university student awoke to find three shotgun-wielding
home invaders in his room. At gun point, the thieves made
off with his wallet, ceflular phone, car keys and notebook
computer. Lojack for Laptops was able to provide the
computer’s location information to police, who recovered
the laptop along with other stolen property and are pursuing
an investigation into the alleged home invaders.

lejack inTransit: Police Recover Lload of
Tolbacco Products

Four armed men wearing ski masks entered a carrier’s facility
in Texas and took a tractor trailer fully loaded with valuable
cargo. The SC-integrity Monitoring Center was notified about
the theft, immediately located the device signal, and worked
with the police to recover the stolen tractor trailer without any
loss occurring. The suspects have been arrested and charged
with aggravated robbery,

U.S.: Police Bust Moiercycle Chop Shop and
Arrest Three

A Yamaha motorcycle was reported stolen in Charlotte, North
Carolina, Within minutes of the activation, a West Columbia
Police officer, with the assistance of Lexington County Sheriff's
deputies, tracked the signal to a local motorcycle repair shop
where the investigation revealed three stolen Suzuki motor-
cycles along with three stolen covered trailers typically used
to transport motorcycles. The owner of the repair business
and two other suspects were arrested.

U.S.: Helicopter Tracks Stolen Vehicle to
Steel Shipping Contairner

A Newark, New Jersey police aviation unit received a signal
from a Land Rover that had been reported stolen in Virginia.
The helicopter tracked the Lojack signal to a steel shipping
container sitting at a Newark port awaiting shipment overseas.
When the container was opened, police found the Land Rover
they had been tracking along with two other stolen vehicles.
The investigation into this illegal export operation is ongoing.
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TTRIE GUOBAL LEADERS IR VIRACTING ARNID ROV VALLAGLE MOEILE ASSIFTS

LOJACK MISSION

To own finding and recovering valuable mobile assets through:

« development of innovative technology that leverages our law enforcement relationship

* growth of existing businesses and

* expansion into new markets
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Argentina

Bahamas

Belize

Brazil

Canada

Colombia

Costa Rica
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France
Guatemala
Honduras
Hong Kong
Italy
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Mexico
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Nicaragua
Panama
Poland

Puerto Rico

South Africa
Spain
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United States
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
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PARTI1

ITEM 1—BUSINESS
OVERVIEW

LoJack is a leading global provider of technology products and services for the tracking and recovery of
valeable mobile assets. LoJack was organized as a Massachusetts corporation in 1978. Our unique integration
with law enforcement agencies, proprietary technology and wireless network provide an effective means for the
tracking and recovery of stolen vehicles, motorcycles and construction equipment. LoJack products are sold in 26
states and the District of Columbia in the United States, and in 31 countries internationalty. Our technology has
led to the recovery of more than 200,000 vehicles globally valued at more than $4 billion.

We have three separately managed and reported business segments: domestic, international, and
Boomerang.

THE LOJACK AND BOOMERANG SYSTEMS
The LoJack System

The LoJack System is based on radio frequency, or RF, technology. In the United States, the LoJack System
is comprised of a Registration System, which we maintain and operate; a Sector Activation System, or SAS, and
Vehicle Tracking Units, collectively the Law Enforcement Components, each operated by law enforcement
officials; and a LoJack Unit, which is installed in customer’s vehicles. The LoJack System is designed to be
integrated with existing law enforcement computer systems and telecommunication systems and procedures. If a
vehicle equipped with a LolJack Unit is stolen, its owner reports the thefl to the local police department. If the
theft is reported in a jurisdiction where the LoJack System is operational, a unique radio signal is automatically
transmitted to the LoJack Unit in the stolen vehicle, activating its tracking signal. The Vehicle Tracking Unit,
installed in police patrol cars and aircraft throughout the coverage areas (for detail see Global Presence section
below), is used to lead law enforcement officers to the stolen vehicle using direction-finding technology to locate
the source of the tracking signal emitted from the LoJack Unit in the stolen vehicle.

Under agreements with state and focal governmental agencies, we furnish the Law Enforcement
Components to state, county and municipal law enforcement agencies at no or nominal cost to the agencies. ‘The
installation, testing and maintenance of the Law Enforcement Components are primarily our responsibility. The
local law enforcement agency operates the Law Enforcement Components as required during the term of each
state, county or municipality’s agreement with us. The agreements with the applicable law enforcement agencies
generally are for initial terms of up to five years. To date, substantially all such agreeménts that would have
expired have been renewed or are in the process of renewal. Renewal or extension of any such agreement may be
subject to competitive bidding. We have no legal obligation to customers to provide ongeing systems support and
maintenance or to refund any of the purchase price if these agreements expire and are not renewed, or are
terminated either by us or by the local law enforcement agencies.

We believe that the benefits to consumers from the LoJack System include the following:
» Better than a 90% recovery rate for cars and light trucks in the United States;

» Covert installation which decreases the chance of discovery and system disablement;

* RF based technology that penetrates buildings and containers to facilitate tracking and recovery of
vehicles that are hidden from view;

« Direct integration with law enforcement in the United States and in some foreign jurisdictions, which
results in (i) the automatic activation of the Lolack Unit upon a report of theft to police, and
(i1) tracking and recovery by police; and

« Insurance premium discounts are mandated or offered in some foreign markets and some states within
the United States.




The Boomerang System

The Boomerang System is based on RF and cellular technology and uses its internally developed tracking
devices and the wireless networks of major regional telecommunications companies for locating and tracking
stolen assets. The cellular coverage area for Boomerang's tracking of stolen assets includes most of North
America; however its service area is primarily in Canada. The Boomerang system consists of the Boomerang
Tracking System that is installed in a purchaser’s vehicle, the cellular network, the Boomerang Security Center
and Boomerang Vehicle Tracking Units. If a car equipped with a Boomerang Unit is stolen, the vehicle owner is
instructed to report the theft to the local police department and the Boomerang Security Center. When the
Boomerang Security Center is advised of a theft after a police report has been filed, it obtains the approximate
location of the Boomerang Unit via a secure connection with the cellular carrier and then transmits a unique code
causing the Boomerang Unit to transmit a tracking signal. After the Boomerang Unit has begun to transmit a
tracking signal, a Boomerang Tracking Vehicle is dispatched to the approximate location of the Boomerang Unit.
In the provinces of Ontario and British Columbia, we use third parties to perform tracking. The Vehicle Tracking
Units use direction-finding technology to locate the source of the tracking signal emitted by the Boomerang Unit
which, with the integration and/or assistance of local law enforcement personnel, leads to the recovery of the
stolen vehicle, Due to a Canadian government mandate requiring cellular telephone networks in Canada be based
on digital technology by the end of 2008, Boomerang will not be able to serve customers who do not have digital
tracking units installed in their vehicles.

THE LOJACK ADVANTAGE OVER GPS FOR STOLEN VEHICLE RECOVERY

Unlike systems based on Global Positioning System, or GPS, including technology such as OnStar®, our
technologies can penetrate buildings and containers for the effective tracking and recovery of stolen mobile
assets hidden from view, We differ from such GPS products in that our products are covert without any visible
antennas or markings on the vehicle indicating presence of the LolJack System. Additionally, the direct
integration of the Lolack System with law enforcement in the United States results in the automatic activation of
the Lolack Unit upon the vehicle owner’s report of the theft to police; no third party intermediaries are involved
in the activation or tracking process.

PRODUCTS AND TECHNOLOGY
Lojack®

The Lolack Unit is the component of the Lolack System that is installed in a purchaser’s vehicle. The
LoJack Unit consists of a very high frequency, or VHF, transponder with antenna, microprocessor and power
supply and contains a set of secret codes unique to the Unit. The Lolack Unit’s transmitter is activated upon
receipt of its unique activation code from the SAS. The routine entry of a stolen vehicle report into domestic law
enforcement information systems in jurisdictions where the LoJack System is operational causes the SAS to
broadcast the unique activation code to the LoJack Unit in the stolen vehicle, in turn causing the LoJack Unit to
transmit a signal. An activated LoJack Unit will continue to broadcast until it receives a properly coded message
to stop. The deactivation command is automatically sent to the Lolack Unit upon entry of theft recovery
information in the law enforcement information system in jurisdictions where the LoJack System is operational.
All transmissions are made on a nationwide radio frequency allocated by the Federal Communications
Commission, or FCC, for a law enforcement radio service.

LoJack Early Warning®, sold as an optional component of the LoJack System, provides early notification to
a vehicle or motorcycle owner in the event of operation by an unauthorized user. LoJack Early Warning consists
of a uniquely coded key pass and a motion sensor that works with the LoJack Unit to monitor vehicle movement
and detect the presence of the registered owner’s key pass. Should the vehicle move without the presence of the
registered owner’s key pass. a communication from the LoJack Unit in the vehicle is transmitied to the LoJack
Control Center, a company-maintained database that provides automatic notification via e-mail, pager, and/or
home, work or cell phone call to the vehicle owner.




Lolack for Construction Equipment is designed specifically for instaltation on heavy equipment. It functions
similarly to the traditional LoJack Unit, but has been modified to meet the Society of Automotive Engineers
design standards for use on heavy-duty vehicles.

We launched Locate by LoJack in 2008 for fleet managers and equipment owners. Locate by LoJack
provides key functions such as location-on-demand, geofencing, engine hours and user defined reporting thus
allowing equipment owners to readily analyze their assets, enhancing their equipment’s return on investment.

Lolack for Motorcycles is designed specifically for installation in “on road” motorcycles. It functions
similarly to the traditional LoJack Unit, but has been modified and reduced in size so that it can be covertly
installed in the limited space of a motorcycle. Beginning in 2007, Lolack Early Warning became an embedded
feature on LoJack for Motorcycles.

We also offer warranty products that may be purchased to supplement the original purchaser’s warranty.
These warranty products include: LoJack Extended Limited Recovery Warranty, LoJack Guarantee Plus 5000
(all states but New York) and LoJack Protection Plus 5000 (New York only). For more information on our
warranty products see Product Warranty section below,

We license to Absolute Software the right to market computer theft recovery products under the brand name
“LoJack for Laptops.” When a computer in which the “LoJack for Laptops” product is installed is reported stolen
and subsequently connects to the Internet, the computer sends a signal to Absolute’s monitoring center to identify
its location and provide certain other information. Absolute then works with local law enforcement and internet
service providers to recover the computer,

We license SCI the right to use the LoJack trademark for SCI's cargo and tracking recovery product, called
“Lolack in Transit”, and we will collaborate in business activities and provide product development support to
SCIL

Boomerang

The Boomerang Unit is the component of the Boomerang Tracking System that is installed in a purchaser’s
vehicle. The Boomerang Unit consists of a cellular band RF transponder with antenna, microprocessor and power

supply.

If a car equipped with a Boomerang Unit is stolen, the vehicle owner reports the theft to the local police
department and the Boomerang Security Center. When the Security Center is advised of a theft and after a police
report has been filed, the Security Center locates the approximate location of the Boomerang Unit via a secure
connection with the cellular carrier network and then sends a unique code causing the Boomerang Unit to
transmit a tracking signal. A tracking vehicle is dispatched in the general area reported by the Boomerang Unit.
The Vehicle Tracking Units, installed in Boomerang tracking vehicles use sophisticated direction-finding
technology to locate the source of the tracking signal emitted from the Boomerang Unit. Upon location of the
stolen vehicle, Boomerang Vehicle Tracking personnel notify local law enforcement, who recover the vehicle.
The BoomerangXpress is similar in design and functionality to the Boomerang Unit but the Boomerang Unit is
installed in high end luxury vehicles while the BoomerangXpress Unit is targeted to the mid-price vehicle
market,

In 2006, Boomerang introduced Boomerang Espion and Espion Alert. Utilizing multiple wireless sensors,
these products have significantly increased the effectiveness of the Boomerang recovery system. In the event that
one of the sensors is compromised, the remaining sensors will continue to operate and transmit tracking data to
Boomerang’s Security Center or tracking vehicle.




The Boomerang2 and Boomerang Espion Alert Units are products that build upon the Boomerang Unit by
integrating two-way communication and diagnostics to provide automatic theft notification by sending a tracking
signal upon any unauthorized vehicle movements. A key fob, used in connection with both Units, contains a
uniquely coded key pass and a motion sensor, which monitors vehicle movement and detects the presence of the
registered owner’s key pass. The Boomerang 2 and Boomerang Espion Alert Units also monitor any tampering
with the car battery. Should the motion sensor detect that the vehicle is moving without the presence of the
registered owner’s key pass, an automatic call is made by the Unit to the Boomerang Security Center indicating
an alarm on the customer car. The Security Center then contacts the client to verify the status of the vehicle. If it
is determined the vehicle has been stolen, the Security Center proceeds with the same tracking and recovery steps
as noted for the traditional Boomerang Unit.

The Water Resistant Boomerang Unit is designed specifically for installation on construction equipment and
marine craft. It functions similarly to the traditional Boomerang Unit, but is enclosed in a water resistant housing.

The Portable Boomerang Unit is designed for installation in special applications such as cargo. It functions
simitarly to the traditional Boomerang Unit, but is equipped with a longer lasting battery, enabling its operation
without a connection to an independent power source.

GLOBAL PRESENCE

The LoJack System presently operates in all or a portion of 26 states and the District of Columbia in the
United States. We have available statewide coverage, defined as coverage of at least 80% of the state population,
in Arizona, California, Connecticut, the District of Columbia, Maryland, Massachusetts, Michigan, New Jersey
and Rhode Island. We have coverage available in major metropolitan areas, cities and high crime areas in
Colorado, Delaware, Florida, Georgia, Ilinois, Louisiana, Nevada, New Hampshire, New York, North Carolina,
Ohio, Oregon, Pennsylvania, South Carolina, Tennessee, Texas, Virginia and Washington. We identify and
define coverage areas based on a qualitative analysis of population density, new car sales, geography and
distribution of LoJack Units.

Internationally, our stolen vehicle recovery technology is operational in 31 countries and territories around
the world. We have a licensed presence in countries located in Latin and South America, Europe and Africa, and
the Asia Pacific Rim. We also operate Canada’s leading stolen vehicle recovery provider, Boomerang, with sales
concentrated in the provinces of Quebec, Ontario and British Columbia. In 2006, we began commercial activities
in Italy through a wholly-owned subsidiary, and expanded from Rome into Milan. In 2006, we entered into a
license agreement for the People’s Republic of China. In 2007, we terminated the license agreement in the
People’s Republic of China and we are now in the process of identifying a new licensee for this market.
Additionally in 2007 we signed license agreements for three additional countries: Austria, Peru and Switzerland,
and expect development of the LoJack vehicle tracking and recovery network to begin in those countries.

BUSINESS MODEL
Domestic Segment

Qur revenue in the United States is derived primarily from the sale of LoJack Units, LoJack Early Warning
Units, related products and extended product and recovery warranties through automobile dealers. Revenue from
the domestic segment comprised 67%, 69% and 68% of our consolidated revenue for the years ended
December 31, 2007, 2006 and 2005, respectively. Approximately 85% of domestic revenue originates through a
distribution network of automobile dealers. Expansion into additional markets beyond the automotive market
through the introduction of recent new products, such as LoJack for Construction Equipment, LoJack for
Motorcycles and Locate by Lolack, leverages our existing network and requires no additional infrastructure.
Approximately 5% and 4% of domestic revenue was derived from the sale of units of LoJack for Construction
Equipment and LoJack for Motorcycles, respectively during the year ended December 31, 2007.
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Since 2002, we continued to expand our installation capability by contracting with, and certifying, select
dealers and other third parties to install our products. In 2007, 48% of our LoJack Unit sales relating to our
domestic dealer business were installed by third parties, compared to 41% and 38% for the years ended
December 31, 2006 and 2003, respectively. We monitor the quality of these installations through an expanded
quality control process. We maintain full warranty service, both for the convenience of our automobile dealers
through which LoJack products are marketed and in order to maintain a high degree of quality control and
security over our technology.

The LoJack brand has an aided and unaided awareness of over 90% in the United States. We feel this brand
awareness is beneficial to all existing sales channels, including automotive, commercial, motorcycle, laptops and
cargo and will also prove beneficial to any new channels we may decide to enter.

International Segment

LoJack technology is now operational in 31 countries and territories. We have developed our technology
such that the LoJack System can be used either by local law enforcement, by our licensee’s own security
organization, or by a combination of both. Revenue from the international segment comprised 24%, 22% and
22% of our consolidated revenue for the years ended December 31, 2007, 2006 and 2003, respectively.
international revenue is derived from the sale of LoJack Units, system infrastructure components, royalties,
licensing fees and subscription and installation services. International licensing agreements thus far been
primarily denominated in U.S. dollars and are structured with up-front licensing fees, which may be substantial
and are non-recurring. The agreements provide that we will supply components and products at prices to be
determined from time to time and/or receive royalties based upon the licensees’ Lolack based revenue.
Approximately 85% of international revenue was from the sale of LoJack Units during the year ended
December 31, 2007.

We also have made direct investments in selected international licensees that we believe offer significant
market opportunity for LoJack Unit sales. At December 31, 2007, we held a 6.63% equity investment, with a
carrying value of $4,290,000, in our French licensee and a 12.5% equity investment, with a carrying value of
$1,541,000 in our Mexican licensee. In addition we hold less than a 10% equity interest in our licensees in
Argentina and Hong Kong, to which we have assigned no investment value in our financial statements.

We have commercial operations in Italy through our wholly-owned subsidiary, LoJack Italia, SRL. We
estimate this ownership will require an additional investment of approximately $3,000,000 to $4,000,000 over
the next two to three years. This includes a capital investment of approximately $500,000 to complete the
establishment of the LoJack network and recognition of $2,500,000 to $3,500,000 of LoJack ltalia losses in
LoJack’s operating results. Based on our experience with current international licensees, we believe that LoJack
Italia will generate long-term profitability and value after the investment period. This investment is part of our
strategy to own a controlling interest in select international markets that present a significant long-term tinancial
growth opportunity for the Company.

Boomerang Segment

Boomerang revenue is derived primarily from the sale and installation of Boomerang Espion, Boomerang
Espion Alert, Boomerang, Boomerang2 and BoomerangXpress Units, related products, and service contracts.
Revenue from the Boomerang segment comprised 9%, 9% and 10% of our consolidated revenue for the years
ended December 31, 2007, 2006 and 2005, respectively. Approximately 20% of segment revenue is derived from
the sale of Boomerang Espion, Boomerang Espion Alert, Boomerang, Boomerang2, and BoomerangXpress Units
through auto accessory retailers and automobile dealers and approximately 80% of segment revenue is derived
from service contracts. More than 45 insurance companies based in Quebec and Ontario offer rebates to
customers who install a Boomerang Unit in their high priced or high risk of theft vehicles, and in many instances,
such insurance companies require installation of a Boomerang Unit in such vehicles.
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Purchasers of Boomerang Units are required to purchase a service contract with Boomerang. The terms of
service contracts offered range from 12 to 60 months and are payable in full upon activation of the related unit or
renewal of a previous service contract. Customers are also offered a monthly payment option. As of
December 31, 2007, there was approximately $11,865,000 of deferred revenue resulting from approximately
107,000 active service contracts.

VEHICLE AND ASSET THEFT
Domestic Segment

According to the 2006 Federal Bureau of Investigation Uniform Crime Report, a motor vehicle is stolen in
the United States every 26.4 seconds. In 2006, total motor vehicle theft was 1.2 million vehicles, with an
estimated value of $7.9 billion. Most auto theft is carried out by sophisticated professional thieves, rather than
amateur thieves. Thieves typically steal vehicles because of the profit potential of the vehicle’s components on
the black market. The National Insurance Crime Bureau also reported that motorcycle theft totaled 71,000 stolen
motorcycles in the United.States in 2006. This represents a loss of over $434 million to motorcycle owners and
the insurance industry.

International Segment

Interpol, which provides services for the law enforcement community to optimize the international effort to
combat crime, indicated in a recent report that more than 4.2 million vehicles are stolen globally each year.

Boomerang Segment

According to the Insurance Bureau of Canada website, more than 160,000 cars are stolen in Canada every
year with an estimated value of $1 billion. This crime costs auto insurers and their policyholders more than $600
million a year in ¢laims pay-outs, or about $36 per policy. In addition, auto theft costs taxpayers more than $500
million in other costs, such as court, policing and health care expenses. Collectively, the annual cost of auto theft
is more than $1 billion.

SALES AND MARKETING
Domestic Segment

Our sales and marketing approach in the domestic segment focuses on automotive channel, through which
automobtle dealers offer the LoJack Unit as an option for both their new and uvsed car sales. The Lolack brand
has an aided and unaided brand awareness of over 90% in the United States. We feel this brand awareness is
beneficial to all existing sales channels, including automotive, commercial, motorcycle, laptops and cargo and
will also prove beneficial to any new channels we may decide to enter. We also market LoJack Early Warning,
insurance products and extended warranties through automobile dealers. We market these dealers primarily
through a national sales force that routinely visits new and used car dealers to educate and train dealership
personnel on the benefits of the LoJack System and related products. The LoJack Unit and related products can
ordinarily be financed as a part of the purchase price of the vehicle.

To supplement installation efforts, we have cooperative arrangements with third parties specializing in after-
market sales and installation of vehicle accessories to increase penetration in existing markets in a cost effective
manner, We use direct advertising to generate product awareness among consumers and produce media and
advertising campaigns targeted towards the consumer to increase brand awareness and drive sales.

We also market our products directly to owners of commercial vehicles and to consumers uvsing (i) a
national sales force that calls on construction equipment owners and manufacturers, (ii) telemarketing
representatives and (iti) direct mail.

We market our LoJack for Motorcycles product through the motorcycle dealer channel in much the same
way we market traditional LoJack Systems through automotive dealerships.
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We license the LoJack brand name to Absolute Software and SCI for use in connection with theft recovery
products for laptop computers and cargo, respectively.

International Segment

Sales and marketing efforts in territories where our licensees operate the business are typically controlled
and funded by our international licensees and their respective management teams.

In Italy, our sales and marketing approach focuses on the automotive channel, through which automotive
dealerships which offer the LoJack Unit, LoJack Early Warning, and extended warranties as options for new and
used vehicle sales. We use a direct sales force in both Rome and Milan to visit car dealers to educate and train
dealership personnel on the benefits of the LoJack System and related products. LoJack Italia has also begun to
work with insurance carriers to expand LoJack’s brand awareness across the country. We have also used public
relations campaigns and cooperative advertising initiatives with certain car dealers to promote consumer
awareness of our product in Italy. In the future, we intend to expand our use of the media and advertising
campaigns in Italy to increase our brand awareness and to drive sales.

Boomerang Segment

Our Boomerang segment’s sales and marketing efforts are concentrated in Quebec and Ontario. In Quebec,
we work with insurance companies that mandate a stolen vehicle recovery system as a condition for insurance
coverage on high priced or high risk of theft vehicles. We maintain a direct sales force in Quebec, which works
directly with insurance companies, insurance brokers and local resellers of the products. We also sell products
directly to consumers through two company-owned distribution centers. Unit sales in Quebec account for 63% of
our unit sales in Canada.

In Ontario and British Columbia, we sell through the automotive channel in a similar fashion as in the
United States using automobile dealers and automotive accessory retailers. We utilize a direct sales force to reach
such automobile service dealers and retailers. We also sell in the commercial markets, primarily to construction
equipment owners. The commercial business is supported by a direct sales force as well as an infrastructure of
dealers who are available to sell and install Boomerang Units.

GROWTH STRATEGY

Our overall goal is to strengthen our leadership position in the vehicle and mobile asset tracking and
recovery market through technology leadership new product development, market expansion, partnerships with
new and established distributors and the global development of the LoJack brand. In addition, if appropriate, we
may make acquisitions as a means to add channels of distribution for the LoJack brand or as a way for us to
acquire new technology which could be sold through our existing channels of distribution.

Domestic Segment

Our domestic growth strategy is to use internal resources and partnerships with third parties to increase unit
sales and profitability in the automotive, motorcycle and commercial channels, while developing and introducing
new products to enter new sales channels while leveraging our brand recognition and reputation for tracking and
recovering assets.

We plan to focus on high volume dealers who maintain a large market share in their geographic areas and
dealers that are part of large dealer groups, so as to drive more aggressive business growth through our
automotive channel in the United States. We will continue to expand our varied distribution and installation
programs to sell and install LoJack Systems more cost effectively.
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We have a 40% equity investment in SC-Integrity, Inc., or SCI, a Bothell, Washington based company
which provides comprehensive solutions for cargo theft prevention, investigation, tracking and recovery. We
have also licensed SCI the right to use the LoJack trademark for SCI’s cargo and tracking recovery product,
called “LoJack inTransit”, and we will collaborate in business activities and provide product development
support to SCI. The investment in SCI is accounted for using the equity method of accounting.

Our LoJack for Motorcycles product leverages our existing network for tracking and recovery. In 2007 we
extended our LoJack Early Warning product to include motorcycles as an embedded feature providing
motorcycle owners early notification in the event of an unauthorized use of their motorcycle.

The LoJack System now operates in 26 states and the District of Columbia, covering about two-thirds of the
U.S. population. In 2008 we expect to expand into the State of Oklahoma, We will expand into additional
markets as they become economically feasible,

International Segment

Our international growth strategy is to drive more aggressive unit sales growth in.couniries where the
LoJack System presently operates, including leveraging strategic relationships with insurance companies and
automobile manufacturers. In addition, we expect to expand into new geographic markets. We intend to drive
unit sales growth through existing licensees by helping them to develop their business models and expanding
system infrastructure. From time to time, we may make direct strategic investments in international licensees,
some of which may be substantial, in order to enable them to gain market share. Our investment strategy has
focused on those markets which either represent the best opportunities for significant generation of revenue or
where we can positively impact market penetration or revenue growth.

Our growth strategy is to target international markets in which the combination of new vehicle sales,
population density and incidence of vehicle theft is high. Market expansion may be in the form of (i) continuing
to license the use of the LoJack System technology, (1) securing agreements with governrents to obtain rights 1o
own and operate a controlling interest in the system, such as in Italy, and/or (iii) making strategic investments or
acquisitions,

We have a common global platform which utilizes the same basic unit to operate on the varying global radio
frequencies used for stolen vehicie recovery. This common platform unit has contributed to international
business growth, due in large part to reduced product cost achieved through manufacturing efficiencies.

In Ttaly, our growth strategy is to use our internal sales and marketing resources to penetrate the stolen
vehicle recovery market through the automotive dealership channel and with national insurance carriers. We are
leveraging the extensive knowledge and experience of our domestic sales team to lay the foundation for a strong
automotive dealer sales channel in Italy.

Effective January 1, 2006, we established LoJack Equipment Iretand Limited to serve as our international
segment headquarters. Located in Dublin, Ireland, this operation supports business development, administrative
and distribution activities for our international segment and provides nearby support to our European operations,
which we believe has a high potential for expansion in the coming years.

In 2007, we terminated an existing license agreement for the People’s Repub]lc of China and we are now in
the process of identifying a new licensee for this market.

Boomerang Segment

Our Boomerang segment growth strategy focuses on sales and marketing efforts in Quebec, Ontario and
British Columbia. In Quebec, we intend to continue to work with insurance companies to maintain and extend
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mandates for the Boomerang System as a condition for consumers to obtain insurance coverage and to train
insurance companies and insurance brokers about our services. We plan to maintain a direct sales force in
Quebec that works with the automotive accessory retailers and automobile dealers who sell and install
Boomerang products. We intend to continue to utilize our two distribution centers, which sell and install
Boomerang Units.

In Ontario and British Columbia, we intend to sell through the automotive channel using automobile dealers
and automotive accessory retailers and to continue to leverage our direct sales force and segment experience by
marketing directly to the automobile dealers. We believe that the automotive channe! in these two markets
represents a substantial growth opportunity. In all Canadian markets we will focus on increasing penetration in
the commercial channel using our direct sales force to call on equipment dealers and equipment owners.

PRODUCT DEVELOPMENT

We concentrate our research and development activities on enhancing our proprietary stolen vehicle
recovery network and creating new products that meet market needs for the tracking and recovery of valuable
mobile assets. Our product development efforts utilize knowledge of law enforcement processes and systems to
provide products that integrate into law enforcement operations and facilitate the tracking and recovery process.
Our engineering staff develops products internally or in conjunction with third parties.

Our LoJack Unit is scalable and flexible, with connectivity features that may allow us to develop new
products combining GPS and/or cellular based communications with our existing RF based stolen vehicle
recovery technology. The unit provides a common platform for both domestic and international operations by
utilizing the same basic unit to operate on the varying radio frequencies used in the countries where our
technology is utilized for stolen vehicle recovery. Clarion Malaysia, (a subsidiary of Hitachi Limited) is the sole
product manufacturer of LoJack Units.

We expect that we will coordinate our Boomerang and domestic segment research and development efforts
(including efforts related to SCI) to offer new products that meet market needs for the tracking and recovering of
stolen mobile assets.

Costs for product development are expensed as incurred and include salaries, fees to consultants, and other
related costs associated with the development of new products. Total product development expenses totaled
$5,601,000 (net of $805,000 product development expense reimbursement based on our litigation settlement with
Clare, Inc.), $5,805,000 and $4,831,000 for the years ended December 31, 2007, 2006 and 2005, respectively. A
portion of our product development efforts has been outsourced to third parties. The contracts with third parties
require payments based upon completion of defined milestones. Expenses related to milestone achievements,
which are expensed to operations as the milestones are achieved, amounted to $122,000, $355,000 and $332,000
for the years ended December 31, 2007, 2006 and 2005, respectively, and are included in the above-mentioned
expenses.

GOVERNMENT REGULATION AND APPROVAL
Domestic Segment

The FCC-allocated frequency used by the LoJack System in the United States is set aside for nationwide use
by state and local law enforcement agencies for stolen vehicle recovery systems. Law enforcement agencies in
jurisdictions where we operate have been granted authority by the FCC to use this frequency.

In connection with our domestic operations, we must obtain the approval of law enforcement agencies for
implementation of the LoJack System before sales of LoJack Units may commence in a given jurisdiction. The

approval process may be time consuming and costly and is subject to considerations generally affecting the
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process of governmental decision-making. In some jurisdictions, governmental approval may be terminable at
the convenience of the executive or legislative body. Any such termination could have a material adverse effect
on future sales in such jurisdictions. '

If we were to seek to charge more than nominal prices for the Law Enforcement Components, governmental
appropriation of funds would be required. Most government agencies have established, by policy, statute or
regulation, a process requiring competitive bidding for all acquisitions of products and equipment. This process
may cause us additional delay and expense. To date, we have not sought to charge law enforcement agencies
more than nominal prices for the Law Enforcement Compoenents and do not expect to do so in the near future.

International Segment

Our international licensees and LoJack Italia are subject to risks similar to those in our domestic segment
with respect to government regulation and approval.

Boomerang Segment

The Boomerang tracking beacon operates on an unlicensed frequency and does not require specific
government approval. Tracking of stolen Boomerang-equipped vehicles is performed by our personnel or by
private parties under contract with us.

During the fourth quarter of 2008 the analog network used to track our Boomerang segment’s analog
tracking units will cease to operate due to a Canadian government mandate requiring all cellular telephone
networks in Canada be based on digital technology. This mandate will affect approximately 80,000 analog
Boomerang units currently in service.

Although specific govermmental licensing and approval are not required, once a Boomerang-equipped stolen
vehicle is tocated by our tracking team, we rely on police and other law enforcement agencies for the actual
recovery. Establishing and maintaining a good relationship with law enforcement agencies is important to our
business.

PRODUCT WARRANTY
Domestic Segment

LoJack Parts & Labor Warranty. We warrant to original purchasers that the LoJack Unit and LoJack Early
Warning will be free from defects in material or workmanship for a period of two years from the date of
installation. If the product proves to be defective in material or workmanship within that period, we will, at our
option, either replace or repair the product.

LoJack Limited Recovery Warranty. We also warrant to original purchasers of LoJack Units that if their
LoJack equipped vehicle is stolen and reported to police in a covered jurisdiction within two years of installation
and not recovered within 24 hours from the time that the theft is reported to the police, we will pay the consumer
an amount equal to the full purchase price paid for the LoJack Unit up to a maximum of $695 (up 1o $995 if the
consumer also purchased LoJack Early Warning). For an additional charge, the original purchaser of the LoJack
Unit can elect to extend the warranty period from two years to a period equal to the time they own their LoJack
equipped vehicle.

LoJack Guarantee Plus 5000 (Sold in all states in which we do business other than New York). Consumers
may purchase an additional five year warranty in which we, or in most jurisdictions an independent third party
insurer, warrant to original purchasers of LoJack Units that, if the vehicle becomes a total loss due to theft, or is
not recovered within 30 days from the time the theft is reported to the police, the consumer may receive up to
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$2.500 to cover theft-related expenses plus up to an additional $2,500 towards the purchase or lease of a
replacement vehicle if the consumer purchases the replacement vehicle from the original dealer. We have insured
the risk relating to these warranty claims.

Lodack Protection Plus 5000 (Sold in New York State only). Certain dealers sell LoJack Units with an
additional five year certificate in which an independent third party insurer, guarantees to original purchasers of
LoJack Units that, if the vehicle becomes a total loss due to theft, or is not recovered within 30 days from the
time the theft is reported to the police, the consumer may receive up to $2,500 to cover theft-related expenses
such as insurance deductible, substitute vehicle rental, airfare if the vehicle is stolen more than [00 miles away
from home, or nightly accommodations and meals. In addition, the consumer may be eligible to receive $2,500
towards the purchase or lease of a reptacement vehicle if the consumer purchases the replacement vehicle from
the original dealer.

Boomerang Segment

Boomerang Parts & Labor Warranty. We warrant to original purchasers of Boomerang and Boomerang
Espion Units that the units will be free from defects in material or workmanship for a period of five years from
the date of purchase. A one-year limited warranty on parts and labor applies to BoomerangXpress Units. If the
product proves to be defective in material or workmanship we will, at our option, replace or repair the product or
reimburse the purchase price paid.

Boomerang Limited Recovery Warranty. We wartant to purchasers of Boomerang and Boomerang Espion
Units that if a Boomerang equipped vehicle is stolen and not recovered, we will pay the consumer an amount
equal to the full purchase price of the unit and service fees, up to a2 maximum of CAD$1,000 for the Boomerang
and Boomerang Espion Units and CAD$2,000 for the Boomerang2 and Boomerang Espion Alert Units. For the
BoomerangXpress Units we will offer the consumer a new unit, including installation.

PATENTS, TRADEMARKS AND LICENSES
Domestic Segment

We hold a patent portfolio that covers vehicle tracking, security and recovery technology. The portfolio
includes United States Patent Nos. 5,917,423 and 6,229,988BI which expire in 2015 and 2018, respectively,
covering portions of the Lolack System. Each of these patents adds to the predecessor patents by adding
additional functionality that we believe yields a competitive advantage. Additional patent applications are
pending. In addition, we hold proprietary information that is not patented, but is integral to the operation of the
LoJack System. We believe that protection of the unpatented intellectual property will continue beyond the
expiration of the stated patents. We also hold United States Patent No. 6,522,698 covering l.oJack Early Warning
which expires in 2017,

Although management believes the patents have value, there can be no assurance such patents will
effectively deter others from manufacturing and marketing a competitive stolen vehicle recovery system.

The Lolack name and logo are registered trademarks in the United States and many other countries. We
believe that the LoJack trademark and other trademarks have sufficient recognition to give us a competitive
advantage.

Our domestic segment intellectual property strategy is to apply for trademarks and for patents for our
inventions whenever appropriate.

In June 2005, we entered into an agreement with Absolute Software, a Vancouver, British Columbia
company, to license our trademark for use with Absolute’s computer theft recovery products which are marketed

under the brand name “Lolack for Laptops.”
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In October 2006, we licensed to SCI the right to use the Lolack trademark for SCI’s cargo and tracking
recovery product, called “LoJack inTransit.”

International Segment

We hold patents, and have pending patent applications, similar to our domestic and Boomerang segment
patents in various countries where we either currently do business or intend to do business.

Boomerang Segment

Boomerang holds a patent portfalio that covers location, tracking and recovery using an existing network,
vehicle location using a kinetic network, our two-way tracking beacon and anti-jamming technology. The
portfolio inctudes United States Patent No. 5,895,436 which expires in 2016 (corresponding to Canadian Patent
No. 2,203,302 which expires in 2017} United States patent No. 7,091,835B2 which expires in 2023 and Canadian
Patent No. 2,395,843 (corresponding to United States Patent 6,498,565B2) which expires in 2021.

We also hold patents similar to our Boomerang segment patents in various countries where we either
currently do business or intend to do business.

Although management believes the patents have value, there can be no assurance such patents will
effectively deter others from manufacturing and marketing a stolen vehicle recovery system.

We have registered or filed for the registration of our trademarks Boomerang, Boomerang2, Boomerang &
Design (logo), BoomerangXpress, Boomerang Espion and Boomerang Espion Alert in all of our major actual or
potential markets. We believe these trademarks have sufficient recognition to give us competitive advantage in
the Boomerang segment,

QOur Boomerang segment intellectual property strategy is to apply for trademarks and for patents for our
inventions whenever appropriate. Our Boomerang segment is actively involved in protecting its intellectual
property and has undertaken administrative and legal measures against companies, which, in our opinion, have
infringed on our rights.

COMPETITION
Competitive Advantages

We believe that our domestic segment has several competitive advantages, including our proprietary RF
technology and two way tracking beacon, our distribution networks, well-known brand recognition and
integration with law enforcement. Our RF technology is proven effective for the recovery of stolen vehicles and
mobile assets. We hold a patent portfolio that covers vehicle tracking, security and recovery, We have developed
a network in the United States that would be very expensive to replicate. We have an established distribution
network in the autemotive and construction channels in the United States, and an established operating network,
through our licensees and owned operations in 31 countries internationally. Based on a brand study performed in
2007, we have a well-known brand with an aided and unaided brand awareness of over 90% in the United States.
The LoJack System is directly integrated with law enforcement in the United States and, as a result, we have a
detailed understanding of law enforcement systems and procedures. We are unaware of any competitor who
proposes a system capable of being operated or actively monitored exclusively by law enforcement agencies, as
is the Lolack System. We believe these competitive advantages present substantial barriers to competitive entry
into our markets.

We believe that our Boomerang segment products and technology have several competitive advantages
including proprietary cellular tracking and location technology, established relationships with insurance
companies in Quebec and Ontario and brand recognition in Canada.
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Domestic Segment

Several competitors or potential competitors are marketing or have announced the development of products,
including those that are based on GPS technology, which claim to have stolen vehicle tracking features that may
compete directly with the LoJack System. To our knowledge, none of these products is directly integrated with
law enforcement systems or operated and monitored exclusively by law enforcement agencies, as is the LoJack
System.

We market the LoJack System as a stolen vehicle recovery device. Qur management believes, however, that
makers of auto theft prevention devices and GPS devices view the Lolack System as competitive, and,
consequently, we believe we face competition from companies that sell vehicle security and theft prevention
devices. Some of the competitors and potential entrants into the vehicle tracking market have greater resources
than we do. In addition, there can be no assurance that a competitor will not develop a system of theft detection
or recovery which would compete with or be superior to the LoJack System.

We believe that we face competition from companies selling GPS products such as OnStar®, vehicle alarms
and third party warranty and insurance products; not because the products are comparable to the products we
offer, but because they are competing for available consumer funds in the automobile security products after-
market.

International Segment

Several competitors or potential competitors are marketing or have announced the development of products,
including those that are based on RF technology, cellular technology, GPS technology or some combination of
these technologies, which claim to have stolen vehicle tracking features that may compete directly with the
LoJack System in our international segment. In some instances, competitors have a market share comparable or
larger than that of our licensees. The competitive environment in regions with relatively high rates of auto theft,
such as many countries in South America and parts of Africa is generally more intense than in regions with lower
rates of theft. Competition in Europe has become more intense, with most competitors offering stolen vehicle
tracking devices that utilize cellular and GPS technologies. Certain competitors have established relationships
with automobile manufacturers to promote or incorporate their product offerings.

Boomerang Segment

We believe we face competition in the Boomerang segment from companies selling GPS systems which
promote stolen vehicle recovery as a service. We also face competition in Canada from other security products
and services, including alarms, immobilizers and vehicle etching, as well as third party warranty, insurance and
vehicle protection products sold through the automobile dealership channel.

CONTRACT MANUFACTURING ARRANGEMENTS

We have a contract manufacturing arrangement for the LoJack Unit and other LoJack System components
sold in the domestic and international segments with Plextek Limited (who subcontracts the physical
manufacturing to Clarion Malaysia). We believe that several companies have the capability to manufacture
LoJack Units.

INVENTORY

We seek to maintain a 90-day domestic and international supply of LoJack Units, which we believe is in line
with sales levels and sufficient to rapidly fulfiil orders,

Our Boomerang segment maintains a supply of inventory, of which, as of December 31, 2007, 16% was raw
materials, 63% was work in process and 21% was finished goods. We assemble the Boomerang Units in our own
facilities.
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We fill orders as they are received and maintain no order backlog.

We maintain an inventory of certain LoJack System Law Enforcement Components beyond our current
requirements in order to facilitate expansion into additional domestic and international markets.

EMPLOYEES

As of February 2008, we had a total of 925 full-time employees, 723 of whom were working in the domestic
segmemt, 28 of whom were working in the international segment and 174 of whom were working in the
Boomerang segment.

SEGMENT OPERATIONS

We divide our operations into three separately managed and reported business segments: domestic,
international, and Boomerang. For financial information about our segments, and by geographic area, see Notes 1
and 13 to our consolidated financial statements contained herein at ltem 8,

INTERNET ADDRESS AND SEC REPORTS

We maintain a website with the address www.lojack.com. We are not including the information contained
on our website as a part of, or incorporating it by reference into, this Annual Report on Form 10-K. We make
avaiiabie free of charge through our website our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q
and Current Reports on Form 8-K, and amendments to these reports, as soon as reasonably practicable after we
electronically file such material with, or furnish such material to, the Securities and Exchange Commission, or
the SEC. We also include our corporate governance guidelines, certain policies and the charters for each of the
major committees of our board of directors on our website and intend to update these documents if amended as
soon as reasonably practicable. You may read and copy any materials we file with the SEC at the SEC’s Public
Reference Room at 100 F Street, NE, Washington, DC 20549. You may obtain information on the operation of
the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an internet site that
contains reports, proxy and information statements, and other information regarding issuers that file
electronically with the SEC, and the address of that site is www.scc.gov.

EXECUTIVE OFFICERS OF THE REGISTRANT

Information concerning our executive officers is set forth below.

Name E m

Richard T.Riley .......... 51  Chief Executive Officer and Chairman

Ronald V. Waters III . . . . . .. 55 President and Chief Operating Officer

Michael Umana ........... 45  Senior Vice President and Chief Financial Officer

William R. Duvall ... .., ... 56 Executive Vice President and Chief Technology Officer
Thomas Wooters .......... 67 Executive Vice President and General Counsel

Kevin M. Mullins ......... 53 Senior Vice President and General Manager (U.S. Automotive)
Thomas M. Camp ......... 44  Senior Vice President and General Manager (International)

Mr. Riley became Chief Executive Officer and Chairman of the Board of the Company in November 2006.
From February 2005 until November 2006 Mr. Riley was President and Chief Operating Officer and a member
of our Board. Prior to joining the Company, Mr. Riley served as an officer and director of New England Business
Service, Inc., or NEBS, then a public company listed on the New York Stock Exchange prior to its acquisition by
Deluxe Corporation. He served as President and Chief Operating Officer of NEBS from 2002 to 2003 and as
President, Chief Executive Officer and Chief Operating Officer from 2003 to 2004. Prior to that, he served as a
Senior Vice President of NEBS from 1998 to 2002, as President, NEBS Direct Marketing from 2001 to 2002, as
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President, Integrated Marketing Services from 2000 to 2001 and as President of Rapidforms (acquired by NEBS
in 1997) from 1992 to 2000. Mr. Riley served as a director of NEBS from 2002 to 2004. He serves as a member
of the Board of Directors of VistaPrint USA Incorporated, a publicly held company in the printing and graphic
arts business, and Micro-Coax, Inc., a manufacturer of microwave and cable products, a privately held company.

Mr. Waters became President, Chief Operating Officer and a member of the Board of Directors of the
Company in February 2007. He served as Chief Operating Officer for the Wm. Wrigley Jr. Company from
December 2003 through May 2006. He joined the Wm. Wrigley Jr. Company in 1999 as Chief Financial Officer
and served as Chief Financial Officer until his elevation to Chief Operating Officer in 2003. Prior to joining the
Wm. Wrigley Jr. Company, Mr. Waters held several senior executive positions of increasing responsibility with
The Gillette Company from 1993 to 1999. Before joining The Gillette Company, Mr. Waters was a Partner and
Practice Leader with KPMG International. Mr. Waters is currently a director of HNI Corporation, a public
company that is a U.S manufacturer of office furniture and home products.

Mr. Umana became Senior Vice President and Chief Financial Officer of the Company in March 2006. Prior
to joining the Company, Mr. Umana served as President of Saucony Division of The Stride Rite Corporation in
2005. Prior to Stride Rite Corporation, Mr. Umana served as Executive Vice President, Finance, Chief Operating
Officer, Chief Financial Officer, Treasurer and Assistant Clerk of Saucony, Inc. an international performance-
oriented footwear and apparel company from May 2003 until its sale to Stride Rite, Inc. in September 2005.
From July 2001 until May 2003, Mr. Umana served as Saucony’s Senior Vice President, Finance, Chief
Operating Officer, Chief Financial Officer and Treasurer and from 1999 to July 2001 as its Vice President,
Finance and Chief Financial Officer. Prior 10 Saucony, Mr. Umana was employed as Vice President and Chief
Financial Officer of the Analytical Instrument Business Unit at PerkinElmer, Inc., a high technology
manufacturer from 1997 until 1999. From 1985 to 1997, Mr. Umana held various auditing and consulting
positions, including being Senior Manager, Business Consulting at Arthur Andersen LLP, a professional services
company. Mr. Umana is a Certified Public Accountant.

Mr. Duvall joined LoJack in 1985 and is Executive Vice President and Chief Technology Officer. From
1993 to 2003, he was Senior Vice President. From 1984 to 1985, he was a part owner and manager of Rich’s Car
Tunes, a company engaged in the sale and installation of consumer electronic products in the automotive
aftermarket. For six years prior to 1984, Mr. Duvall was Vice President of Marketing and Sales for Analog and
Digital Systems, Inc., a manufacturer of consumer electrenic products.

Mr. Wooters joined LoJack in December 2003 as Executive Vice President and General Counsel. He has
over 40 years of legal experience representing public and private companies and investors in such companies in a
range of businesses, including more than 25 years as outside counsel to Lolack. Before joining Lolack
Mr. Wooters practiced law with the firm of Sullivan & Worcester LLP and for his last 2 years there was “of
counsel.”

Mr. Mullins joined LoJack in February 1996 and is Senior Vice President and General Manager of U.S.
Sales. From June 2001 to January 2005 Mr. Mullins served as Vice President of Sales and from February 1996
until May 2001, Mr. Mullins served as Vice President of Sales and Marketing. From 1976 until joining LoJack,
Mr. Mullins served in a variety of positions at Proctor & Gamble Company, Inc., including District Sales
Manager, Customer Business Development Manager and Northeast Operation Manager.

Mr. Camp joined LoJack in May 2002 and is Senior Vice President and General Manager, International. He
served as Vice President of Corporate Development from May 2002 to September 2004. From 1999 until joining
Lolack, Mr. Camp held executive positions with Go2Net, Inc. from 1999 to 2000 and InfoSpace, Inc from 2000
to 2001. He was a corporate and securities attorney with the law firm of Hutchins, Wheeler and Dittmar from
1990 to 1999,




There are no arrangements or understandings pursuant to which any executive officer was or is to be
selected for appointment, election or reelection. There are no family relationships among any directors or
executive officers,

ITEM 1A—RISK FACTORS
RISKS RELATING TO OUR BUSINESS

Our business faces many risks. The risks described below may not be the only risks we face. Additional
risks that we do not yet know of, or that we currently think are immaterial, may also impair our business
operations or financial results. If any of the events or circumstances described in the following risks actually
occurs, our business, financial condition or results of operations could suffer and the trading price of our equity
securities could decline. Qur shareholders should consider the following risks and the information contained
under the heading “Warning Regarding Forward-Looking Statements™ in Item 7 before deciding to invest in our
securities.

Any negative impact on the sales, licensing and marketing efforts of our principal products would adversely
affect our business and results of operations.

Our business depends primarily on the sale, licensing and market acceptance of a principal product, our
Lolack System, and related products and services in the United States and 31 foreign countries and the
Boomerang Stolen Vehicle Recovery System in Canada. Because our revenue is dependent on the success of the
principal products, any factor affecting its marketability could have a material adverse affect on our business and
results of operations. Factors that could harm the successful sale and licensing of the products include all of the
factors discussed in this [tem 1A including, among others:

*  If automobile dealers with whom we have relationships stop selling or emphasizing our products in
connection with their vehicle sales:

= Iflaw enforcement agencies who currently utilize our LoJack System in the United States do not renew
our service contracts or if such law enforcement agents grant service contracts to our competitors;

*  If we are unable to establish a market for our products and services in Italy;

+  If our foreign licensees are unable to establish a market for our products in their jurisdictions;
= If we are unable to develop enhancements to our products as required by market demand,

*  If we are unable to protect cur proprietary rights;

*  If one or more of our competitors introduces a product or system that makes our products obsolete or
ineffective;

« If third parties are able to locate or impair the function of LoJack Units or Boomerang Units in
vehicles, potentially adversely affecting our recovery rates; or

»  If vehicle manufacturers adopt practices, implement new technologies or create systems which may
adversely affect the efficacy of the LoJack System.

Failure to procure and maintain contracts with local law enforcement agencies would materially adversely
affect the marketability of the LoJack System which would inhibit sales in the United States and harm our
business.

The Lolack System is designed to be integrated into existing law enforcement computer systems and
telecommunication systems and procedures. A LoJack Unit will not be effective if the automobile in which it is
installed is located in a jurisdiction where our Lolack System is not operational because we have not procured an
agreement with local law enforcement agencies. We have agreements covering 26 states and the District of
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Columbia to varying degrees. These agreements are generally for terms of up to five years. Renewal or extension
of any of these agreements may be subject to competitive bidding. We cannot guarantee that we will be able to
renew or extend our existing agreements with local law enforcement agencies or obtain agreements in new target
jurisdictions in the future. Qur competitors may seek agreements with local law enforcement agencies and if they
obtain such agreements we may be adversely affected. Furthermore, if we are unable to procure and maintain
contracts with local law enforcement agencies in our target markets, our financial results will be materially and
adversely affected.

If we are unable to maintain eur brand image and product quality, it may damage our reputation which could
have an adverse effect on our business, financial condition and results of operations.

We believe that we have built an excellent reputation for the quality and success of our products in the
tracking and recovery of stolen mobile assets. Our continued success depends on our ability to maintain brand
image for our existing products and effectively build up brand image for new products and brand extensions.
LolJack brand recognition has been highly rated in several brand value studies. We believe we must preserve and
grow the value of our brand to be successful in the future. We cannot assure you, however, that additional
expenditures and our renewed commitment to advertising and marketing will have the desired impact on our
products’ brand image and on consumer preferences.

Brand value is based in part on consumer perceptions as to a variety of subjective qualities. Even isolated
business incidents that erode consumer trust, particularly if the incidents receive considerable publicity or result
in litigation, can significantly reduce brand value. Product quality issues, real or imagined, could tarnish the
image of the LoJack brand and may reduce demand for our products and cause consumers to choose other
products. Poor product acceptance or low recovery rates could affect our profitability and could negatively affect
brand image. If we fail to maintain high standards for product quality and recovery, our reputation could be
jeopardized. Damage to our reputation or loss of consumer confidence in our products for any of these reasons
could have a material adverse effect on our business, financial condition and results of operations, as well as
require additional resources to rebuild our reputation.

Our growth depends in part on the development, production and market acceptance of new products which we
cannot assure will happen successfully.

To maintain competitiveness in our industry we must support and enhance our existing products and
develop new products in response to market demands. Product development involves a high degree of risk and
uncertainty due to unforeseen difficulties and costs. We may not be successful in developing, marketing and
releasing new products that we believe are necessary to respond to technological developments, evolving
industry standards or changing customer requirements. In addition, our new product enhancements may not
adequately meet the requirements of the marketplace and may not achieve the broad market acceptance necessary
to generate significant revenue, If the release date of any future products or enhancements is delayed, or if these
products or enhancements fail to achieve market acceptance when released, our revenue may decrease, we may
not be able to recover our costs and our competitive position may be harmed.

If we are unable to hire or retain key employees, it could have a negative impact on our business.

Qur continued growth depends substantially on the contributions and abilities of key executives and other
employees. We must continue to recruit, retain and motivate management and other employees sufficient to
maintain our current business and support our projected growth. We compete to hire new employees, and then
must train them and develop their skills and competencies. Our operating results could be adversely affected by
increased costs due to increased competition for employees, higher employee turnover or increased employee
benefit costs. Any unplanned tumover could deplete our institutional knowledge base and erode our competitive
advantage.
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A change in the mix of our installation methodology or distribution channels maj have a negative impact on
gross profits and operating profitability.

An increased number of sales to dealers at a lower average selling price under our bulk installation program
may have a negative impact on our gross profits. Lower profit margins are acceptable to us as long as they result
in increased market share and dealer penetration and are offset through increased efficiency of our business
model and higher gross profit dollars, In addition, an increase in a segment sales volume, particularly the
international segment, whose margins are less than our overall average gross profit percentage, may also have a
negative impact on our gross profits.

If our competitors or vehicle manufacturers develop products, systems or technologies that make our products
less competitive or obsolete, our business would be harmed.

In recent years, the number of companies developing and marketing wireless communications products that
have security applications used directly in vehicles has expanded considerably. We compete with other makers of
stolen vehicle recovery devices. We believe we also face competition from all products which are sold by
automobile dealers in the after-market space, including makers of vehicle security devices, GPS products and
navigation systems, because they compete with us for consumer funds in the automobile security products after-
market.

Several competitors or potential competitors are marketing, or have announced the development of,
competitive vehicle recovery systems and products aimed at our target market. In addition, we believe that new
market entrants may attempt to develop a system of theft detection or recovery that may be directly competitive
with our products. Some of our existing or potential competitors have greater financial, technical, marketing,
service and support resources than we have and, as a result, are able to devole greater resources to the
development, promotion, sale and support of their systems and products than we are able to devote to our
systems and products. Our business would be harmed if these or other competitors were to:

*  Implement revised systems and technologies in motor vehicles that do not support our LoJack System;

* Develop stolen vehicle recovery and tracking products comparable with our LoJack or Boomerang
Systems;
¢ Market a system capable of being operated or actively monitored by law enforcement agencies; or

« Develop new and improved products or technologies that render our products or proposed products
obsolete or less competitive.

Competitive pressures could cause us to lose market share and require us to reduce our prices, which could
reduce profit margins. This could cause a decline in our revenue and adversely affect our operating resuits. We
cannot ensure that we will be able to compete successfully against existing companies or new entrants to the
marketplace.

Economic downturns could reduce the level of consumer spending and available credit within the automobile
industry, which could adversely affect demand for our products and services.

Consumer spending in the automobile industry is often discretionary and may decline during economic
downturns, when consumers have less disposable income. Approximately 85% of our domestic gross unit sales
for the year ended December 31, 2007 were made through a distribution network consisting of dealers that offer
our LoJack System as an option on both their new and used automobiles. Qur primary focus for domestic growth
involves increasing our sales through existing automobile dealer channels and markets. Consequently, any
change in general economic conditions resulting in a significant decrease in dealer automobile sales could
adversely impact our future revenue and eamings.

Economic, political and other risks associated with the operations in our international markets could
adversely affect our revenue and earnings,

Our licensed stolen vehicle recovery technology and rights are presently operational in 29 international
countries and territories through license arrangements with our foreign licensees and through our owned
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operations in Canada and lialy. We carry investments in several of, and hold sizeable receivables from, these
licensees. Our international operations in the future may be in the form of continuing licensing relationships in
additional international markets or in the form of equity investments in foreign licensees, or ownership of a
controlling interest in selected foreign operations, such as Canada and Italy., Approximately 24% of our
consolidated revenue for the year ended December 31, 2007 was derived from Lolack related revenue and
royalties from our international segment.

The current forecast for our revenue and profit growth is partially contingent on the continuation of our
license agreements with our licensees and the success of their operations. Changes to our licensees’ existing
management leams, or failure of our licensees to meet their working capital needs or execute fully on their
existing business plans, could negatively impact the carrying value of our investments, collectibility of our
receivables and our target revenue and profits from our international segment. Moreover, our licensees’
operations and our international operations expose us to risks inherent in doing business outside of the United
States including:

*  Potentially weak protection of intellectual property rights;
*  Economic and geo-political instability;

+  Iinport or export licensing requirements;

*  Trade or currency restrictions;

. Difficulties in collecting accounts receivable;

»  Business models that are more heavily weighted towards periodic payments rather than receiving full
payment upon sale of the product;

»  Unexpected changes in regulatory requirements and tariffs;

*  Seasonal reductions in business activities in some parts of the world, such as during the summer
months in Europe;

»  In-country pricing which may be adversely impacted by fluctuations in exchange rates;
=  Potentially adverse tax consequences;

*  Operational dependency on the skills of the international licensees’ management teams, which we do
not control;

= Longer payment terms extended to international licensees than to domestic customers;

*  Access to capital by our licensees to invest in infrastructure, hire and train employees, and obtain
sufficient funding; and

*  Uncertainties related to product acceptance.

Any of these factors could harm the operations of our licensees and, consequently, our business and
operating results. Specifically, our licensees’ failure to effectively deliver on that business plan could increase
our anticipated operating costs, diminish or destroy the value of our equity investments in our licensees or delay
or preclude aliogether our ability to generate revenue in key international markets.

Qur international business growth strategy depends in large part on the success of our licensees and our
reputation may be harmed by actions taken by licensees that are outside of our control.

There are risks to our business and our brand if a licensee defaults in its obligations to us and others and
operational shortcomings of a licensee’s business may be auributed by consumers to the Company’s systems and
products, thus damaging our brand, reputation and potentially affecting revenue and profitability.

Operations of our Beoomerang segment are currently heavily dependent on Boomerang’s alliances with
wireless carriers and insurance companies.

Wireless carriers are an integral facet of our Boomerang System. The continued availability and
maintenance of the wireless telecommunications networks that we use in Canada is essential for operating the
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Boomerang tracking system. During the fourth quarter of 2008, the analog network used to track our Boomerang
segment’s analog tracking units will cease to operate due to a government mandate requiring all cellular
telephone networks in Canada be based on digital technology. This mandate will affect approximately 80,000
anafog Boomerang units currently in service. Boomerang must replace these analog units by the end of 2008. It is
expected that this transition will negatively impact Boomerang’s customer retention rates and financial results in
2008 and 2009. As a result, in the fourth quarter of 2007 we tested the Boomerang segment’s intangible assets for
potential impairment and recognized an impairment charge of $3,298,000.

Many insurance companies are strong supporters and advocates of the Boomerang System and. as a result,
some in the province of Quebec mandate installation of Boomerang Units in certain vehicles. The continued
existence of these strategic alliances and insurance mandates is important for the ongoing development of our
existing markets. Changes in insurance practices and requirements could adversely affect the demand for and
sales of our Boomerang Unit.

| We are subject to government regulations and approvals which may limit the number of our potential
| customers or result in costs and delays that could impede our ability to competitively offer our services and
products in the market.

| We must obtain the approval of law enforcement agencies, as well as other governmental agencies, for
implementation of our LoJack System in any domestic jurisdiction. The approval process may be time
consuming and costly and, in some junisdictions, governmental approvals we obtain may be terminable by an
executive or legislative body. Moreover, our LoJack System is operated by law enforcement agencies utilizing a
frequency assigned by the FCC for that purpose. The operation of our LoJack System depends on the continued
availability of the frequency which we cannot guarantee. The licensees of our LoJack System which operate in
international markets and may encounter similar or additional regulatory requirements and uncertainties under
local laws. Certain countries have or may mandate the inclusion of GPS products in vehicles which may affect
our licensee’s current business model and may harm our financtal condition and operating results. As we
continue our expansion into international markets, our licensees will face additional and varied local
governmental regulations and approvals with which we must comply. Governmental regulations, requirements
and approvals may limit the number of potential customers for our services or impede our ability to offer
competitive services, either of which would have a negative impact on our results of operations.

Our failure to successfully integrate businesses that we acquire could disrupt our business and negatively
impact our future financial condition and operating results.

The success of any acquisition depends in part on our ability to integrate the acquired company’s operations,
personnel, technologies and products. We may make strategic acquisitions of complementary companies,
products or technologies. Any company we may acquire in the future: could disrupt our business, divert our
management’s attention from our core business objectives and may involve unforeseen difficulties and costs.
Any of these risks could negatively impact our ability to fully realize the expected benefits of our acquisitions.
We may not be able to successfully integrate any business, technology or personnel that we have acquired or
those we might acquire in the future in a timely manner, or at all, and this could harm our financial condition and
operating resulls.

Our failure to successfully execute on our initiative to own and operate a vehicle tracking and recovery
. network in Italy and our failure to recognize significant benefits from our investment in SCI could disrupt our
| business and negatively impact our future financial condition and operating results.

Since 2003, we have invested more than $8.000,000 {comprised of LoJack network buildout and operating
losses) in Italy and have committed $3,000,000 to $4,000,000 in the next two to three years to expand our stolen
vehicle tracking and recovery network in Italy. This undertaking will require significant amount of financial
resources and senior management focus which may impact our core business. There is no assurance that there
will be consumer acceptance in Italy sufficient to result in an acceptable return on our Italian investment.
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In 2006, we invested $3,000,000 in SCI to acquire a 40% equity interest in the company and to expand
LoJack's trademark for use with SCI's cargo and tracking recovery products to collaborate in business activities
and to provide product development support. There is no assurance that our investment in SCI will result in
substantial LoJack brand identity or commercial acceptance of any new or existing SCI products in the cargo and
tracking market segment.

We may need additional financing in the future, which could be difficult to obtain on acceptable terms or at
all. Any such financing could also dilute shareholder value.

We may require additional financing in order to make acquisitions or future investments in new
technologies, products and/or international licensees or markets, or to provide needed additional working capital.
We finance our capital and operating needs primarily through cash flows from operations; however, in the future
we may decide to raise additional funds through public or private debt or equity financings to fund our activities.
If we issue additional equity securities, shareholder value will be diluted and the new equity securities may have
rights, preferences or privileges sentor to those of our common stock. In addition, if we raise funds through debt
financings, we will have to pay interest and may be subject to restrictive and other covenants, which could
negatively impact our business. If we cannot raise funds on acceptable terms, if and when needed, we may not be
able to make strategic investments, develop or enhance our products, take advantage of acquisition and other
opportunities, or otherwise respond to competitive challenges or unanticipated industry changes, any of which
could have a material adverse effect on our business.

If we fail to protect and enforce our intellectual property rights, our competitiveness could be impeded and our
business and operating results could be harmed,

Our primary business strategy is to successfully develop and market our products and technology. The long-
term success of this strategy depends in part upon us acquiring, maintaining and protecting proprietary rights to
these products and technologies. Although we seek to protect our intellectual property rights through a
combination of patents, trademarks, copyrights, trade secret laws, confidentiality agreements and licensing
arrangements, we cannot ensure that we will be able to protect our technology from misappropriation or
infringement. Our competitors could have exclusive intellectual property rights to technologies which they
develop that are substantially equivalent or superior to our technology, which would likely hurt our market
position. Moreover, we cannot ensure that any of our existing intellectual property rights will not be invalidated,
circumvented, challenged or rendered unenforceable. In addition, the laws of some countries in which we offer or
plan to offer our products through our foreign licensees may not protect our intellectual property rights to the
same extent as the laws of the United States and/or Canada, increasing the possibility of piracy of our technology
and products which could adversely effect our profits,

It may be necessary to litigate to enforce our intellectual property rights, to protect our trade secrets or to
determine the validity and scope of the proprietary rights of others. Such litigation can be distracting to
management and can be time consuming, expensive with outcomes difficult to predict. Our failure to
successfully protect or enforce our intellectual property rights could have an adverse effect on our business and
results of operations.

If a court determines that our technology infringes on third parties’ intellectual property, we will likely face
significant costs and we may lose our rights to the technology, which would harm our business,

We may be subject to infringement claims as the number of preducts and competitors in our industry grows.
It is possible that we will inadvertently violate the intellectual property rights of other parties and those third
parties may choose to assert infringement claims against us. If we are unsuccessful in any litigation based on a
claim of infringement, in addition to exposure to substantial monetary damages, we could be required to expend
considerable resources to modify our products, to develop non-infringing technology or to obtain licenses to
permit our continued use of the technology that is the subject matter of the litigation. If we are unsuccessful in
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these endeavors, we may be enjoined from using the technology subject to the infringement claim which,
depending on its importance to our product line and business, could cause us to incur substantial liabilities and
could adversely affect our profits, perhaps significantly. In addition, defending ourselves against allegations that
we have infringed the rights of others could result in substantial costs to us, impede the development and sale of
the affected product or intellectual property and divert the efforts of our technical and management personnel,
even if we ultimately prevail,

We depend on a limited number of third parties to manufacture and supply infrastructure components for our
principal products. If our suppliers cannot provide the components or services we require, our ability to
market and sell our products could be harmed,

Currently we rely on a sole supplier to manufacture our LoJack Units, a critical component of our LoJack
System. If our supplier fails to supply these components in a timely manner that meet our quantity, quality, cost
requirements, or technical specifications, we cannot be assured that we will be able to access alternative sources
of these components within a reasonable period of time or at commercially reasonable rates. A reduction or
interruption in supply of the LoJack Units that we purchase from our supplier, or a significant increase in the
price of these units, could have a material adverse effect on our marketing and sales initiatives regarding our
LoJack System, which would hurt our business objectives and financial results domestically and internationally.

Failure to create and maintain strategic relationships with qualified and effective third party installers could
have a material adverse affect on our business.

We have established strategic relationships with a number of organizations that we believe are critical to the
cost effective distribution of our products. In additien to Lolack technicians, we use automobile dealers and
distributors to install LoJack Units as part of various programs intended to improve the cost effectiveness and
efficiencies in installing LoJack Units. A large percentage of our unit installations are performed by third party
installers. In addition, our Boomerang segment utilizes a third party to perform approximately half of their unit
installations. Failure to continue existing relationships and form new relationships with third party installers
would hurt our profits and revenue growth. There is no guarantee that we will maintain these relationships or
form new strategic relationships in the future. In addition, although we monitor the quality of these third party
installations through our quality control processes, services offered by third parties may not meet our standards.
If we are unable to adequately address any performance issues by our third party installers we could lose sales
opportunities which could harm our reputation and reduce our profits.

Our results of operations will be adversely affected if we fail to realize the full value of our intangible assets.

As of December 31, 2007, our total assets inciuded $58,101,000 of goodwill and net intangible assets. These
assets consist of $54,979,000 of goodwill associated with our Boomerang acquisition and $3,122,000 of
intangible assets consisting of monitoring contractual relationships, completed technology, securing patent rights,
trademark rights and technology licenses, net of accumulated amortization. We test these items on an annual
basis for potential impairment by comparing the carrying value to the fair market value of the reporting segment
to which they are assigned. During the fourth quarter of 2008, the analog network used to track our Boomerang
segment’s analog tracking units will cease to operate due to a government mandate requiring all cellular
telephone networks in Canada be based on digital technology. This mandate will affect approximately 80,000
analog Boomerang units currently in service. Boomerang must replace these analog units by the effective date of
the government mandate. It is expected that this transition will negatively impact Boomerang's customer
retention rates and financial results in 2008 and 2009. As a result, in the fourth quarter of 2007 we tested the
segment’s intangible assets for potential impairment and recognized an impairment charge of $3,298,000.

Additional adverse changes in our business or the failure to grow our Boomerang segment may result in
impairment of our goodwill and intangible assets which could adversely affect our results of operations.
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If we fail to maintain an effective system of internal controls, we may not be able to accurately report our
Sfinancial resuls.

Effective internal controls are necessary for us to provide reliable financial reports. The Sarbanes-Oxley Act
requires management and our auditors to evaluate and assess the effectiveness of our internal controls over
financial reporting. If we fail to maintain effective internal controls, we could be subject to regulatory scrutiny,
our stock price could be adversely affected and investors could lose confidence in the accuracy and completeness
of our financial reports.

If we are not able to build and sustain proper information technology infrastructure, our business could
suffer,

We depend on information technology to improve the effectiveness of our operations and to interface with
our customers, as well as to maintain financial accuracy and efficiency. If we do not allocate and effectively
manage the resources necessary to build and sustain the proper technology infrastructure, we could be subject 1o
transaction errors, processing inefficiencies, the loss of customers, business disruptions, or the loss of or damage
to intellectual property through security breach.

Our information systems could also be penetrated by outside parties intent on extracting information,
corrupting information or disrupting business processes. Such unauthorized access could disrupt our business and
could result in the loss of assets.

Our investment portfolio could experience a decline in market value which could adversely affect our
financial results.

We held $14,686,000 in short-term investments as of December 31, 2007. All investments must be of high
credit quality, and we limit the amount of investment with any one issuer. A deterioration in the economy,
including a credit crisis or significant volatility in interest rates, could cause the investments to decline in value
or could impact the liquidity of the portfolio. ¥ market conditions deteriorate significantly, our results of
operations or financial condition could be materially adversely affected.

RISKS RELATING TO OUR COMMON STOCK

Sizeable future sales of our common stock may depress the share price for our common stock or prevent or
delay our ability to sell equity investments in our Company at competitive rates,

If we or our shareholders sell sizeable amounts of shares of our common stock, including shares issued upon
the exercise of options, or if the perception exists that we or our shareholders may sell a substantial number of
shares of our common stock, the market price of our common stock may fall. In addition, any substantial sales of
these securities in the public market might make it more difficult for us to sell equity or equity related securities
in the future at a time and in a place we deem appropriate or necessary for our business objectives.

Certain provisions of our governing documents and Massachusetts law might make a takeover of us more
difficult, which could impede the ability of our shareholders to benefit from changes in our management and
board of directors,

Provisions in our restated articles of organization and amended by-laws and in the Massachusetts corporate
law may make it difficult and expensive for a third party to pursue a tender offer, change in control or takeover
attempt which is opposed by our management and board of directors. Shareholders who might desire to
participate in such a transaction may not have an opportunity to do so, Qur board of directors has the authority to
issue preferred stock in the future with voting or other rights or preferences superior to those of our common
stock. The issuance of preferred stock could make it more difficult for third parties to acquire a majority of our
outstanding voting stock which could have the effect of delaying, deferring or preventing a change in our control
that may be desired by some shareholders. Also, we have adopted a rights plan that effectively prevents any
person from acquiring 15% or more of our common stock. Finally, Massachusetts law (1) prohibits us from
engaging in a merger, consolidation, stock or asset sale and other specified business combinations with a
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shareholder who owns or owned, in the past three years, 3% or more of our voting steck unless the transaction is
approved in a prescribed manner and (2) provides that any shareholder who acquires 20% or more of our
outstanding voting stock may not vote that stock unless our disinterested shareholders so authorize. These
provisions have the effect of discouraging third parties from attempting to acquire us or to acquire control of us,
even if the attempt would result in a premium over market price for the shares of our common stock heid by our
shareholders. These anti-takeover provisions could substantially impede the ability of our sharcholders to benefit
from a change in control or ta change our management and board of directors.

The foregoing risk factors maybe considered forward-looking statements. We undertake no obligation to
release publicly the result of any revision to these forward-looking statements that may be made to reflect events
or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

ITEM 1B—UNRESOLVED STAFF COMMENTS

None.

ITEM 2—PROPERTIES

Our executive offices are located in Westwood, Massachusetts and are under leases for such space expiring
in December 2011. We maintain a facility located in Canton, Massachusetts for our engineering operations under
a lease that expires in December 2011. We also maintain facilities in Westwood, Massachusetts and Palmdale,
California for our Call Center operations under leases that expire in December 2011 and February 2012,
respectively. In addition, we lease facilities for our sales and operations personnel in California, Colorado,
Florida, Georgia, New Jersey, Pennsylvania and Texas under operating leases that expire from 2008 to 2013.

The head office and marketing and customer care facilities for our Boomerang segment are located in leased
premises in Montreal, Quebec. We also lease space in St. Leonard (Montreal), Quebec in which research and
development, product assembly, installation and sales activities are carried out, and space in Mississauga,
Ontario for certain sales personnel. The Montreal and St. Leonard leases expire in February 2010 and the Ontario
lease expires in January 2011. k

We also maintain facilities in Dublin, Ireland and Rome and Milan, Italy for our administrative, sales and
operations personnel under leases that expire in 2009, 2011 and 2012, respectively.

We do not own any real estate.

Because our operations do not require any special facilities, we do not anticipate any difficulty in finding
space adequate for our purposes at reasonable rates, should the need arise. We believe that our current facilities
are adequate for our operations.

1TEM 3—LEGAL PROCEEDINGS

Other than as set forth below, we were not a party to any material legal proceedings during the fiscal year
ended December 31, 2007.

In April, 2003 we brought suit against Clare, Inc., or Clare, a wholly owned subsidiary of IXYS Corporation
{(NASDAQ: SYXI), claiming that Clare had breached a contract with us and asserting additicnal claims. On
February 8, 2006 a jury in the Superior Court of Norfolk County, Massachuseus, or the Court, returned a
favorable verdict in our suit against Clare and awarded us damages in the amount of $36,700.000. On May 30,
2006 the Court entered judgment for damages awarded by the jury in the amount of $36,700,000, pre-judgment
interest at the rate of 12% per annum of $6,941,984, legal fees of $679,332 and costs of $28,861, for a total
judgment of $44,350,177. On July 25, 2006 a Justice of the Court ordered that the jury verdict in favor of LoJack
be reduced to approximately $6,800,000, inclusive of pre-judgment interest and previously awarded attorneys
fees and costs. Each party appealed and on July 23, 2007, the Massachusetts Appeals Court ordered that the
judgment of approximately $6,800,000 be vacated and that a new judgment be entered in our favor in the amount
of $805,000 plus statutory interest, for a total of approximately $1,224,000. The Massachusetts Supreme Judicial
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Court denied the Company’s request for further appellate review and the Company received $1,224,000 from
Clare. This litigation is now concluded and Clare’s payment is inctuded in the Company’s financial statements
for the year ended December 31, 2007 as a reduction to product development expenses of $805,000 and an
increase to interest income of $419,000.

On April 5, 2006, a suit was filed against us in the United States District Court for the Central District of
California by an employee alleging violations of the Fair Labor Standards Act, the California Labor Code and the
California Business & Professions Code, and seeking class action status. The plaintiff contends that we
improperly credited break time and overtime pay and seeks unspecified monetary and injunctive relief. In
September 2007, the United States District Court for the Central District of California dismissed the plaintiff’s
federal law claims which represented the largest part of the Company's potential exposure. In November 2007,
the plaintiff filed state law claims in California State Court. In January 2008, we removed the state law claims to
the United States District Court for the Central District of California. The plaintiff has filed a motion to remand
back to California State Court. We cannot at this time predict the outcome of the case nor estimate the possible
loss or range of loss we could incur if there were an unfavorable outcome with respect to this litigation. If the
final resolution of this lawsuit is unfavorable to us, our financial condition and results of operations might be
materially adversely impacted.

On November 21, 2007, we instituted an arbitration proceeding seeking to enforce our post-termination
rights and the post- termination obligations of our former China licensee. We terminated the license agreement
on November 12, 2007 based upon the licensee’s default and failure to perform its obligations under the license
agreement. Under the license agreement, exclusive jurisdiction for the resolution of controversies under or
relating to the license agreement is arbitration in Boston, Massachusetts, under the rules of the American
Arbitration Association. At this early stage it is impossible to predict the outcome of this arbitration proceeding.

ITEM 4—SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

PART 11

ITEM 5—MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information
Our common stock is traded on the NASDAQ Globai Select Market under the symbol: LOJN.,

Stockholders

On March 7, 2008, there were approximately 2,000 record holders of our common stock. We believe the
actual number of beneficial owners of our common stock is approximately 15,000 because a large number of the
shares of our common stock are held in custodial or nominee accounts for the benefit of persons other than the
record holders.

Dividends

We have never paid a dividend, and have no current intentions 1o pay a dividend. At the present time we
expect that future earnings will be retained for use in our business. Our line-of-credit and demand facilities with
our banks permit the payment of dividends so long as such payments do not cause noncompliance with certain
lean covenants.

Issuer Purchases of Equity Securities

On February 28, 2006, our Board of Directors authorized a new stock repurchase plan, or the 2006 Repurchase
Plan. The 2006 Repurchase Plan authorized us to purchase up to 2,000,000 shares of our outstanding common stock
on or before February 25, 2008. From the date of the adoption of the 2006 Repurchase Plan through December 18,
2006 the Company repurchased 1,244,566 shares. On December 19, 2006 the Board of Directors increased the
remaining authorization to 2,000,000 shares, For the years ended December 31, 2007 and 2006 we repurchased
1,104,819 and 1,293,866 shares of common stock at an average price per share of $18.85 and $19.65, respectively,
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On February 15, 2008 our Board of Directors approved an increase of 1,000,000 shares to our repurchase
program for a 10b-5 Plan under the Securities Exchange Act of 1934 and additionally renewed the remaining
management discretion authority to repurchase 2,000,000 shares, for a total repurchase authorization of

3,000,000 shares.

Repurchase activity for the year ended December 31, 2007 is as follows:

Total Number of Maximum

Shares Purchased as Part Number of Shares

Total Number of Of Publicly that May Yet Be
Shares Average Price Announced Plans or Purchased Under the

Period Purchased (1) Paid per Share Programs Plans or Programs
January | to January 31 .......... — $ — — 2,000,000
February 1 to February 28 ........ — —_ —_ 2,000,000
March 1 toMarch 31 ............ 304,592 19.32 304,592 1,695,408
April Lo April30 .............. _ — — 1,695,408
May ltoMay3l ............... 195,000 20.52 195,000 1,500,408
June ltoJune30 ............... — — — 1,500,408
July lwoJuly3l ................ 10,855 21.92 10,855 1,489,553
August 1 to August31 ........... 291,600 18.79 291,600 1,197,953
September 1 1o September 30 ... .. 34,500 19.01 34,500 1,163,453
October 1 to October 31 .......... — — — 1,163,453
November 1 to November 30 .. .... 171,200 17.42 171,200 992,253
December 1 to December 31 ... ... 97,072 16.48 97,072 895,181
Total ...... ... i 1,104,819 $18.85 1,104,819 895,181

(1) No shares have been purchased by us other than through our publicly announced stock repurchase program.

Unregistered Sales of Equity Securities

None.

Common Stock Sales Price Information

The following table sets forth the range of the high and low sales price information for our common stock
for the periods indicated, as reported by the NASDAQ Global Select Market. This information reflects inter-
dealer prices, without retail mark-up, markdown or commission and may not necessarily reflect actual

transactions.

Year Ended December 31, 2007
First Quarter
Second Quarter

Third QUAarter . . . . ... o e e
FourthQuarter . . ... ... . ...t i i ittt

Year Ended December 31, 2006
First Quarter
Second Quarter

Third QUAaNET . . ..ottt et i i e
Fourth Quarter .. ... .. veier it e

High
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Low

$16.50
18.06
16.76
15.41

$21.05
16.11
15.10
14.75




Stock Performance Graph

The following line graph compares the yearly percentage change in the cumulative shareholder return on the
Company’s Common Stock to the NASDAQ Composite Index and a Company-selected peer group index over
the five-year period beginning December 31, 2002 and ending December 31, 2007. Cumulative shareholder
return has been measured on a weighted-average basis based on market capitalizations of the component
companies comprising the peer group index at the close of trading on the last trading day preceding the beginning
of each year assuming an initial investment of $100 and reinvestment of dividends.

The Company’s peer group index consists of AudioVox Corporation, Directed Flectronics, Inc.. 1. D.
Systems, Inc., lturan Location & Control Ltd., Garmin Ltd., Numerex Corporation and Trimble Navigation Ltd.
The Company selects its peers based on products and markets similar to the Company’s. The Company notes that
the number of companies developing and marketing wireless communications products that have security
applications or are used directly in vehicles has increased significantly in recent years. In order to reflect such a
trend, the Company’s peer group will change from time to time.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Lojack Corporation, The NASDAQ Composite Index
And A Peer Group
$700 -
$600 .0

$500 -

sico |

$100

$0 1 . L . )
12/02 12/03 12/04 12/05 12/06 12/07

—&}— Lojack Corporation — A — NASDAQ Composite -- O - -Peer Group

* $100 invested on 12/31/02 in stock or index-including reinvastment of dividends.
Fiscal year ending December 31.

Source: Returns were derived from Research Data Group, Inc.

Note: The stock price performance shown on the graph above is not necessarily indicative of future price
performance. This graph shall not be deemed “filed” for purposes of Section 18 of the Securities and Exchange
Act of 1934 (the "Exchange Act™) or otherwise subject to the liabilities of that section nor shall it be deemed
incorporated by reference in any filing under the Securities Act of 1933 or the Exchange Act, regardless of any
general incorporation language in such filing.
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ITEM 6—SELECTED FINANCIAL DATA

The selected condensed consolidated financial data set forth below are derived from our audited
consolidated financial statements. The information set forth below should be read in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ at ltem 7 and the

consclidated financial statements and notes thereto included herein at ltem 8.

Year Ended December 31,
2007 (1) 2006 (1) 2005 2004 2003

CONDENSED CONSOLIDATED

STATEMENTS OF INCOME
{(in thousands, except share and per share

information):
Revenue . ......vviiiiiiiiinineenns $ 222749 % 213288 % 190,726 § 145691 § 125,808
Costofgoodssold ..................... 98,625 99,933 39,003 69,250 61,893
Grossprofit ...... ... . . il 124,124 113,355 101,723 76,441 63,915
Costs and expenses . ................... 90,559 89,866 74,872 60,264 51,531
Loss on impairment of intangible assets . . .. 3,298 — -_— — —_
Operating income .. ....o.o.vuiinnans 30,267 23,489 26,851 16,177 12,384
Interest income {expense) and other—net . . . 2,479 1,046 669 875 100
Income before provision for income taxes .. 32,746 24,535 27,520 17,052 12,484
Provision for income taxes .............. 11,341 8,028 9,081 6,652 4,869
NELICOME . ooit i r e e e $ 21405 % 16,507 $ 18,439 $ 10,400 $ 7,615
Basic earnings pershare ................ $ 1.17 § 090 $ 103 § 0.67 $ 0.51
Diluted earnings pershare .. ............. 3 1.13 8§ 0.86 § 096 % 0.64 § 0.51
Weighted average shares outstanding:

Basic .. .iviii e 18,321,826 18,334,033 17,922,792 15,605,155 14,913,199
Diluted . ....... .. i, 18,933,532 19,243,563 19,189,525 16,281,720 15,054,986
CONDENSED CONSOLIDATED BALANCE SHEET DATA:
December 31,
2007 2006 2005 2004 2003

(in thousands):
Working capital ... ... o $ 87604 $ 58950% 65490% 2928 % 20,684
Total aSSets ... .. ..ot 245,811 209,953 197,737 153,785 67,340
Long-term debt and capital lease

obligations ............. . ... ... ... 26,477 9,242 14,520 20,900 174
Total liabilities ....................... 117,479 99,953 93,759 89,835 38,152
Total stockholders’ equity ............... 128,332 110,000 103,978 63,950 29,188

(1) In 2006, we adopted Statement of Financial Accounting Standard (SFAS) FAS 123(R) which requires the
expensing of stock options and shares purchased through our Employee Stock Purchase Plan, or ESPP. As a
result of adopting the new standard, operating income decreased by $1,353,000 and $1,487,000, net income
decreased by $1,106,000 and $1,217,000, basic earnings per share decreased by $0.06 and $0.07 and diluted
earnings per share decreased by $0.06 each for the years ended December 31, 2007 and 2006, respectively.
In the fourth quarter of 2006 approximately $1,500,000 and $0.08 were included in net income and basic
and diluted eamings per share, respectively, refating to expenses associated with the retirement of the

Company’s former Chairman and Chief Executive Officer.
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ITEM 7—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the consolidated financia! statements and notes
thereto included herein at Item 8,

Overview

We are a leading global provider of technology products and services for the tracking and recovery of
valuable mobile assets. Our proprietary technology, wireless network and unique integration with law
enforcement agencies provide an effective means for tracking and recovery of stolen vehicles and consiruction
equipment.

We have three separately managed and reported business segments: domestic, international and Boomerang.

Domestic Segment

We develop and market the LoJack System, a unique, patented system designed to assist law enforcement
personnel in locating, tracking and recovering stolen vehicles. We also offer LoJack Early Warning as an option
to the Lolack System which provides early notification to a vehicle/motorcycle owner in the event the asset is
moved by an unauthorized user.

Our revenue in the United States is derived primarily from the sale of Lolack Units, LoJack Early Warning,
and extended warranty products to consumers. Approximately 85% of domestic sales are made through a
distribution network consisting of dealers of new and used automobiles, We have strong consumer brand
awareness in the United States.

We continue to expand our installation capacity and increase efficiencies by adopting alternative installation
methods through contracting with certified dealers and other third parties to perform the installation of the
Lolack Unit. We monitor the quality of these alternative installations through the use of an expanded quality
control process. We maintain full warranty service of LoJack Units, both for the convenience of dealers through
which the LoJack Units are marketed and to maintain a high degree of quality control and security over our
technology.

We also offer warranty products at the point of sale to new customers and through direct sales efforts to our
existing customers,

We record additions to deferred revenue for our Lelack Early Warning product for certain warranty
products for which we have been deemed to be the primary obligor of the underlying contract. Subsequent to
January I, 2007 we are no longer the primary obligor under any warranty arrangements. We typically receive full
payment within 60 days of the transaction, but recognition of the deferred revenue is recognized over the
estimated life of the product or service. These payments are a significant component of our cash flow from
operations. Additions of these components of deferred revenue net of deferred costs were $18,549,000 for the
year ended December 31, 2007, compared to additions of $16,165,000 for the vear ended December 31, 2006,

International Segment

Internationally, our licensed stolen vehicle recovery technology is operational in 31 countries and territories
around the world. We have a licensed presence in Latin and South America, Europe and Africa, and the Asia
Pacific Rim. Revenue from this segment consists of product sales, royalties and license fees. Revenue from the
international segment comprised approximately 24% of consolidated revenue for the year ended December 31,
2007, compared to 22% in each of 2006 and 2005.
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We record additions to deferred revenue for international license fees and recognize the revenue over the
term of the license (generally ten years). Royalty revenue is recognized when earned.

Purchasers of LoJack Units in Italy are required to purchase a service contract with Lolack ltalia. The terms
of service contracts offered range from 12 to 36 months and are payable in full upon activation of the related unit
or renewal of a previous service contract.

Boomerang Segment

Revenue from our Boomerang segment is derived primarily from the sale of Boomerang Espion,
Boomerang Espion Alert, Boomerang, Boomerang2 and BoomerangXpress Units, related products, and service
contracts. Revenue from the Boomerang segment comprised approximately 9% of consolidated revenue for the
year ended December 31, 2007. Approximately 20% of revenue is derived from the sale of tracking units through
auto accessory retailers and automobile dealers while approximately 80% of revenue is derived from service
contracts. More than 45 insurance companies based in Quebec and Ontario offer rebates to customers who install
a Boomerang Unit in their high priced or high risk of theft vehicles, and in many instances, require installation of
a Boomerang Unit in such vehicles.

Purchasers of Boomerang Units are required to also purchase a service contract. The terms of service
contracts offered range from 12 to 60 months and are payable in full upon activation of the related unit or
renewal of a previous service contract. As of December 31, 2007, there was approximately $11,865,000 of
deferred revenue resulting from approximately 107,000 active service contracts. Customers are also offered a
monthly payment option.

Recent Developments and Trends

Many companies in the vehicle security market have stated that they offer stolen vehicle recovery solutions
and many automobile manufacturers are installing GPS products at the factory. These factors have not had a
material adverse impact on our revenue, unit sales or penetration rates to date. While the long-term impact of
these trends is hard to predict, we are evaluating the effectiveness of additional complementary technology
combining GPS and/or cellular based communications with our time-tested RF based stolen vehicle recovery
technology.

The percentage of domestic units installed by third parties rose to 48% of total domestic installations for the
year ended December 31, 2007 compared to 41% and 38 % for the years ended December 31, 2006 and 2005,
respectively, allowing us to shift installation costs from fixed to variable.

Our bulk installation program represented 20% of domestic installations for the year ended December 31,
2007 compared to 24% and 15% for the years ended December 31, 2006 and 2005, respectively. The bulk
installation program provides a significantly higher penetration of new car sales, improved cost efficiencies and a
deeper relationship with our dealer customers.

Key Factors of our Business

Key factors and areas of focus by our senior management include: growing our operations in Italy and at
Boomerang, continuing to increase flexibility and efficiency in our domestic operations, continuing to develop
new products and technology to meet the demands of our current markets and open opportunities in new markets,
increasing our focus on customer satisfaction and evaluating additional brand licensing opportunities.

Critical Accounting Policies and Estimates

The consolidated financial statements include LoJack and our wholly-owned subsidiaries on a consolidated
basis. Intercompany transactions and balances are eliminated in consolidation. Management is required, in
certain instances, to use estimates and assumptions that affect the amounts reported in the consolidated financial
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statements and the notes included herein. The actual results could differ from those estimates. Our accounting
policies are described in Note 1 to the consolidated financial statements included herein at Item 8. A “critical
accounting policy” is one that is both important to the portrayal of our financial condition and results of
operations and requires management’s most difficult, subjective and complex judgments, often as a result of the
need to make estimates about the effect of matters that are inherently uncertain. The significant accounting
policies and estimates, which we believe to be the most critical in understanding and evaluating our reported
financial position and results of operations, include:

Revenue Recognition and Deferred Revenue. We earn revenue primarily from the domestic sale and
instatlation of Lolack Units and LoJack Early Warning, the sale of products and components to international
licensees, the receipt of international license fees and royaities, the sale of extended warranty programs and the
sale of our Boomerang products and service contracts.

We recognize revenue on domestic and Canadian sales of LoJack Units and Boomerang Units and related
products upon installation, or upon shipment to our installation partners and distributors when all revenue
recognition criteria have been met.

Revenue relating to the sale of LoJack Early Warning is recognized over the period of the estimated life of
vehicle ownership, which management estimates is approximately five years. If the estimated life of vehicle
ownership proves to vary materially from the estimates we use, we would be required to change our estimates,
which could result in material differences in the amount of revenue recognized in any given period. Historically,
there have not been any changes to our five-year estimate,

Revenue relating to the sale of service contracts by our Boomerang segment is recognized over the life of
the contract. The term of service contracts offered ranges from 12 to 60 months and are payable in fuil upon
initial activation of the Unit or on renewal of a service contract.

We sell several types of extended warranties. For those warranties to which a third party, and not us, is the
primary obligor, we recognize payments for these insurance contracts, net of related costs, in revenue at the time
of sale. If the laws of jurisdictions change so that we are determined to be the primary obligor, revenue may have
to be deferred. Effective January 2007, we changed insurance underwriters and negotiated more favorable rates
for our extended warranty products for automobiles. The new underwriter is an authorized provider of insurance
services in all states in which we currently operate and thus is primary obligor which allows us the ability to
recognize revenue, net of related costs at the time of sale.

For those warranty agreements entered into before January 1, 2007 for which we are the primary obligor,
revenue is deferred and recognized over the estimated term of the warranties, determined to be equivalent to the
estimated life of vehicle ownership, which is five years. If the estimated life of vehicle ownership vanes
significantly from the estimates we use, material differences in the amount of revenue recognized in any given
period could result. Incremental costs directly related to the provision of such warranties are deferred and
charged to expense proportionately as the revenue is recognized. Any remaining warranty costs relating to actual
claims made are recognized when incurred. We believe the likelihood of material changes to the average
estimated life of vehicle ownership is low, '

Accounts Receivable. Domestic accounts receivable are due principally from automobile dealers that are
geographically dispersed. If the creditworthiness or the financial strength of the dealers were to decline, there
could be an adverse effect on our operating results and cash flows.

The terms under which we generally sell products and components of the LoJack System to international
licensees include cash prepayments, purchased private trade credit insurance or, most commonly, established
payment terms. Should geopolitical situations change in the countries where our international licensees operate,
there could be additional credit risks.
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Accounts receivable related to our Boomerang segment consist of payments due from our automotive
dealers and accessory retailers.

In the normal course of business, we monitor the financial condition of our customers. Our management
does not believe that-we have significant exposure te any individual customer. We have established an allowance
for doubtful accounts that corresponds to the creditworthiness of our customers, historical trends and economic
circumstances. Changes to these estimates are possible and could result in a material effect on our reported
results of operations.

Valuation of Investments. Periodically, we have made equity investments in our international licensees and
other entities. As of December 31, 2007, investments in international licensees of $5,831,000 included a 12.5%
equity interest in our Mexican licensee, totaling $1,541,000 and a 6.63% interest in our French licensee, totaling
$4,290,000. The investment in our Mexican licensee over which we do not exercise significant influence is
accounted for using the cost method of accounting and is carried at cost and adjusted only for other-than-
temporary declines in fair value, distributions of earnings and additional investments made. Management
periodically reviews the carrying value of this investment. Based upon projections of anticipated cash flows,
market conditions, legal factors, operational performance, and valuations, when appropriate, we have concluded
that there is no impairment to the fair value of this investment that should be viewed as other-than- temporary.
Our investment in our French licensee in the form of a marketable equitable security is accounted for in
accordance with Financial Accounting Standards Board Statement (FASB) No. 115, Accounting for Certain
Investments in Debt and Equity Securities, as an available-for-sale security, and is valued at the quoted closing
price on its market exchange as of the reporting date. As such, any unrealized gains or losses are included, net of
tax, in accumulated other comprehensive income in the statement of stockholders’ equity. We have not recorded
any realized gains or losses on these investments through December 31, 2007.

We also hold less than a 10% equity interest in our licensees in Argentina and Hong Kong, to which we
have assigned no investment value in our financial statements.

We may be required to record an impairment charge in a fature period if (1) the licensee would require
additional capital and is unable to raise sufficient capital to continue operations, (2) the licensee raises sufficient
capital, but at a lower stock price than currently valued and/or (3) the operations and future cash flows of the
licensee vary significantly from current projections, adversely affecting the viability of the business, or other
negative events were to occur. If the quoted price of the investment in our French licensee were to drop below
our recorded cost for an extended period of time we would have to evaluate the investment for impairment. See
also Note 6 to the consolidated financial statements included herein at Item 8.

In October 2006, we entered into a stock purchase agreement with SCI, a Bothell, Washington based
company which provides solutions for cargo stock theft prevention, investigation, tracking and recovery. Under
the agreement, we invested $3,000,000 of cash to be used for investment in the cargo and tracking recovery
business, In return, we received a 40% minority ownership in SCI and representation on its Board of Directors.
SCI will leverage its existing experienced sales force to sell the recently branded “LoJack inTransit” service. In
addition, we received warrants to purchase 3,600,000 shares of SCI Class A common stock over an eight year
period with exercise prices of between $1.00 and $1.92 per share. We have allocated $109,000 of our investment
in SCI to these warrants. Because of explicit net settlement provisions, the warrants must be accounted for as a
derivative at fair value.

We have applied the provisions of Financial Accounting Standards Board Interpretation, or FIN, No. 46(R),
Consolidation of Variable Interest Entities, or FIN 46(R), in evaluating our investment in SCI. We have
concluded that we are not deemed to be the primary beneficiary of the variable interest entity and have applied
the provisions of Accounting Research Bulletin No. 51, Consolidated Financial Statements and APB Opinion
No. 18, The Equity Method of Accounting for Investments in Common Stock, in accounting for our investment in
SCI. We account for our investment in SCI using the equity method and recognize our pro rata share of SCI's
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operating results in our consolidated statement of income. For the years ended December 31, 2007 and 2006, we
recognized a $980,000 and $187.000 equity loss in affiliate, respectively. The carrying values of the investment
and warrants will be periodically reviewed for indications of impairment. Based upon projections of anticipated
future cash flows, market conditions, legal factors, market potential and operational performance, we make
determinations whether there is any impairment to the fair value of this investment that should be viewed as
other-than-temporary. Management has concluded that no other-than temporary impairment exists.

Accounting for Stock Warranis. In June 2005 we entered into a ten year trademark license agreement with
Absolute Software, a Vancouver, British Columbia, Canada based computer theft recovery company to brand its
consumer offering “L.oJack for Laptops”. In addition to an annua! per unit royaity, Absolute issued to us 500,000
warrants to purchase Absolute’s common stock with vesting on a pro rata basis over a five year period
commencing on July 1, 2006. In accordance with Emerging Issues Task Force EITF Issue No. 00-8, Accounting
by a Grantee for an Equity Instrument to be Received in Conjunction with Providing Goods or Services, we have
concluded that a measurement date is not achieved untii the warrants become vested and exercisable. Prior to
reaching a measurement date, the fair value of unvested warrants is calculated utilizing a Black-Scholes option
pricing model and the earnted and unearned revenue is adjusted to fair value. Once a measurement date has been
reached, the fair value of vested warrants is measured and the earned revenue becomes fixed with amortization
occurring over the remaining life of the licensing agreement. Subsequent to reaching a measurement date, the
vested warrants will be accounted for as derivatives under SFAS No. 133, Accounting for Derivative Instruments
and Hedging Activities, which requires that the warrants be recorded at fair value at each reporting date with any
changes in fair value being recorded in the income statement. We classify the gains on investments in other
income. During the years ended December 31, 2007 and 2006, we recognized $2,342,000 and $301,000 in
revenue and $573,000 and $398,000 in other income, respectively related to the Absolute warrants. Our revenue
and investment gains in the future will vary depending upon the fair value of Absolute’s common stock. At
December 31, 2007 there are 300,000 unvesied Absolute warrants outstanding. On December 14, 2007 the
shareholders of Absolute Software approved a two-for-one stock split effective as of the close of business on
January 4, 2008.

Valuation of Long-Lived Assets, Intangibles and Goodwill. As part of our October 2004 acquisition of
Boomerang, we recorded cenain identifiable assets and goodwill (see Notes I, 5 and 6 to the consolidated
financial statements included herein at Item 8). We assess the impairment of identifiable intangibles, long-lived
assets and goodwill whenever events or changes in circumstances indicate that the carrying value may not be
recoverable and at least annually, in the fourth quarter, in the case of goodwill. Given the segment’s most recent
operating performance we undertook a critical reassessment of its business model and prospects for success. The
success of migrating analog network subscribers to the digital network by December 31, 2008, the continued
success of the Boomerang Espion and BoomerangXpress products, renewed penetration of the insurance market
in Quebec and successful expansion into Ontario and British Columbia is critical in the valuation of the reporting
unit’s goodwill and long lived assets. Any significant delay or failure in any of these initiatives could negatively
impact our valuation and result in an impairment, We have used a discounted cash flow model to estimate the fair
value of the Boomerang segment. In addition to the revenue and earnings before taxes depreciation and
amortization (EBITDA) growth assumptions, our discounted cash flow analysis required certain assumptions
including an EBITDA multiple in the terminal year and a discount rate. A significant portion of the deemed fair
value (approximately 86%}) is determined by the cash flows in the terminal year of the discounted cash flow
model. Changes in these assumptions or our failure to achieve the projected growth assumptions could
significantly impact the conclusions related to recoverability of goodwill. If it is determined that the carrying
value of intangibles, long-lived assets and/or goodwill might not be recoverable based upon the existence of one
or more indicators of impairment, we measure any impairment by comparing the carrying value of the asset to its
fair value.

During the fourih quarter of 2008 the analog network used to track our Boomerang segment’s analog
tracking units will cease to operate due to a government mandate requiring all cellular telephone networks in
Canada be based on digital technology. This mandate will affect approximately 80,000 analog Boomerang units
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currently in service. In 2008 Boomerang must replace these analog units by the effective date of the government
mandate. During the fourth quarter of 2007 management noted that customer attrition increased significantly due
to the conversion from analog to digital cellular technology. As a resuit of this increased attrition, management
determined that the transition will negatively impact Boomerang’s future cash flows associated with monitoring
contractual relationships. In the fourth quarter of 2007 we tested Boomerang’s intangible assets for potential
impairment based on the expected discounted cash flows of the remaining monitoring contracts in effect as of the
acquisition date (October 31, 2004) after giving effect to estimated increased atirition as well as cash flows
associated with acquired technology and trade name. The expected undiscounted cash flows were not sufficient
to recover the carrying value of the assets, and we estimated the fair value of the assets using a discounted cash
flow approach. As a result of the impairment analysis, the segment recognized an impairment charge of
$3,298,000. The impairment charge was composed of the impairments of the following intangible assets:
(i} $2,712,000 for monitoring contractual relationships; (i) $350,000 for completed technology; and
(iii) $236,000 for tradename and trademark. We assigned a remaining useful life of 5 years to monitoring
contractual relationships and trade name and trademarks and one year to completed technology based on our
revised estimate of its use.

At December 31, 2007 and 2006, there was $58,101,000 and $52,703,000, respectively of intangible assets,
of which $54,979,000 and $46,287,000, respectively, represented goodwill. Impairment of intangible assets and
goodwill could result in a material, non-cash expense in the consolidated statement of income.

fncome Taxes and Deferred Taxes. Our annual tax rate is based on our income, statutory tax rates and tax
planning opporturities available to us in the various jurisdictions in which we operate. Significant judgment is
required in determining our annual tax expense and in evaluating our tax positions.

We file federal and state income tax returns in the United States and tax returns in 10 international
jurisdictions. We must estimate our income tax expense after considering, among other factors, differing tax rates
between jurisdictions, allocation factors, tax credits, nondeductible items and changes in enacted tax rates. A 1%
change in our 2007 effective income tax rate would have the effect of changing net income by approximately
$327,000. Deferred taxes arise because of the different treatment between financial statement accounting and tax
accounting, known as “temporary differences,” The tax effects of these temporary differences are recorded as
“deferred tax assets” and “deferred tax liabilities” on the consolidated balance sheet. Deferred tax assets
generally result in tax deductions or credits subsequent to the period in which the related item was recorded in
the consolidated statement of income. At December 31, 2007, we recorded a deferred tax asset of $2,744,000
related to LoJack's international subsidiaries cumulative net operating tosses since inception. A valuation
allowance has been established against these losses becanse we determined that it is more likely than not that
such tax benefits will not be realized because of the lack of historical earnings in the taxing jurisdiction. If
sufficient evidence of our ability to generate future taxable income in any of these foreign countries becomes
apparent, we may be required to reduce our valuation allowance, which may result in income tax benefits in our
consolidated statement of income. It is anticipated that we will record additional valuation allowances for LoJack
Italia in the next two to three year period as they are expected to generate additional net operating losses.
Deferred tax liabilities typically reflect a current tax deduction for which the related item has not yet been
recorded in the consolidated statement of income. The carrying value of deferred tax assets assumes that there
will be sufficient future taxable income generated in certain tax jurisdictions, based on estimates and
assumptions. We evaluate the realizability of the deferred tax assets and assess the need for a valuation allowance
on a quarterly basis.

Effective January 1, 2006, LoJack Equipment Ireland Limited commenced operations. As a result of this
new business structure a substantial part of our international business activities will be supported by LoJack
Ireland. With the exception of certain royalty income payments all of LoJack Ireland’s business activities will be
taxed at 12.5%.

As we continue to expand globally, there is a risk that, due to complexity within and diversity among the
various jurisdictions in which we do business, a governmental agency may disagree with the manner in which we
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have computed our taxes. Additionally, due to the lack of uniformity among all of the foreign and domestic
taxing authorities, there may be situations where the tax treatment of an item in one jurisdiction may be treated
differently in another jurisdiction or that the transaction causes a tax liability to arise in another jurisdiction.

The Company provides reserves for potential payments of tax to various tax authorities related to uncertain
tax positions and other issues. Prior to 2007, these reserves were recorded when management determined that it
was probable that a loss would be incurred related to these matters and the amount of the loss was reasonably
determinable. In 2007, the Company adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes. As a result, reserves recorded subsequent to adoption are based on a determination of whether and how
much of a tax benefit taken by the Company in its tax filings or positions is “more likely than not” to be realized
following resolution of any potential contingencies present refated to the tax benefit, assuming that the matter in
question will be raised by the tax authorities. Potential interest and penalties associated with such uncertain tax
positions is recorded as a component of income tax expense. During 2007, 2006 and 2005, respectively, we
settled various tax matters with taxing authorities and recognized benefits totaling $101,000, $845,000 and
$710,000, respectively. :

Additionally, undistributed earnings of a subsidiary are accounted for as a temporary difference, except that
deferred tax liabilities are not recorded for undistributed earnings of a foreign subsidiary that are deemed to be
indefinitely reinvested in the foreign jurisdiction. The Company has formulated a specific plan for reinvestment
of undistributed earnings of its foreign subsidiaries which demonstrates that such earnings will be indefinitely
reinvested in the applicable tax jurisdictions. Should we change our plans, we would be required to record
deferred tax liabilities totaling approximately $2,900,000. Also see Note 9 to the consolidated financial
statemnents included herein at ltem 8.

The above list is not intended to be a comprehensive list of all of our accounting estimates. In many cases,
the accounting treatment of a particular transaction is specifically dictated by generally accepted accounting
principles, with litlle need for management's judgment in their application. There are also areas in which
management’s judgment in selecting any available alternative would not produce a materially different result.
See our audited consolidated financial statements and notes thereto included herein at Item 8, which contain
accounting policies and other disclosures required by generally accepted accounting principles in the United
States.

Recent Pronouncements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, or SFAS 157, which
addresses how companies should measure fair value when they are required to use a fair value measure for
recognition or disclosure purposes under generally accepted accounting principles. SFAS 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles and expands
disclosures about fair value measurements. SFAS 157 is effective for financial statements issued for fiscal years
beginning after November 15, 2007 and should be applied prospectively, except in the case of a limited number
of financial instruments that require retrospective application. In February 2008, the FASB deferred the
implementation of SFAS 157 for certain non-financial assets and liabilities for fiscal years beginning after
November 15, 2008. We are currently evaluating the potential impact of SFAS 157 on our financial position and
results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities, or SFAS 159, which permits companies to elect to measure certain eligible items at fair
value. Subsequent unrealized gains and losses on those items will be reported in earnings. Upfront costs and fees
related to those ilems will be reported in earnings as incurred and not deferred. SFAS 159 is effective for us
beginning January 1, 2008. If a company elects to apply the provisions of SFAS 159 to eligible items existing at
that date, the effect of the remeasurement to fair value will be reported as a cumulative effect adjustment to the
opening balance of retained earnings. Retrospective application will not be permitted. We did not designate any
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financial assets or liabilities to be carried at fair value on January 1, 2008 and do not expect to use the fair value
option for any of its eligible items.

In December 2007, the FASB issued FAS No. 141 (revised 2007), Business Combinations, or SFAS 141R.
This statement establishes principles and requirements for how the acquirer in a business combination
(i) recognizes and measures in is financial statements the identifiable assets acquired, the liabilities assumed, and
any noncontrolling interest in the acquiree, (ii) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase, and (iii) determines what information to disclose to enable users
of the financial statements to evaluate the nature and financial effects of the business combination. SFAS 141R is
effective for fiscal years beginning after December 15, 2008. We are currently evaluating the potential impact of
SFAS 141R on our financial position and results of operations.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51, or SFAS 160. The objective of this Statement is to improve the
relevance, comparability, and transparency of the financial information that a reporting entity provides in its
consolidated financial statements by establishing accounting and reporting standards for the noncontrolling
interest in a subsidiary and therefore deconselidation of a subsidiary. SFAS 160 is effective for fiscal years
beginning after December 15, 2008. We are currently evaluating the potential impact of SFAS 160 on our
financial position and results of operations.

RESULTS OF OPERATIONS
Year Ended December 31, 2007 vs. Year Ended December 31, 2006
Revenue
Revenue for the year ended December 31, 2007 increased by $9,461,000, or 4% as compared to 2006,
For the year ended December 31, 2007, revenue relating to our domestic segment increased by $1,567,000,
or 1%, as compared to 2006, primarily due to:

* A domestic dealer channel revenue decrease of $4,270,000, or 3%, primarily due to economic
challenges in our Southern California market, a decline in our bulk installation program and a decline
in our commercial sector.

*+  Anincrease of $1,295,000, or 15%, in revenue recognized from the sale of warranty products;
«  Anincrease of $1,399,000, or 27%, in revenue relating to our Early Warning product;

¢ An increase of $1,105,000, or 249, in revenue recognized from the sale of Lolack for Motorcycles
units; and

¢ An increase of $2,036,000, or 104%, in royalty and other revenue, primarily related to royalty income
from the vesting and exercise of stock warrants issued by Absolute Software.
For the year ended December 31, 2007, revenue related to our international segment increased by

$7,329,000, or 16%, as compared 10 the same period a year ago primarily due to:

«  Higher product revenue in our Latin/South America and Europe/Africa regions resuiting from a 37%
increase in the number of LoJack Units shipped to our licensees; and

*  An increase of $1,570,000, or 32%, in royalty income due to the continued increase in the number of
LoJack Units installed in the licensees’ customer base, which positively impacts the royalty
calculations; offset by

* A decline in the average international revenue per unit due to certain licensees exceeding their purchase
commitment levels and receiving a volume rebate in 2007.
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For the year ended December 31, 2007, revenue related to our Boomerang segment increased by $565,000,
or 3%, 10 $20,484,000 primarily due to the strengthening of the Canadian dollar. Revenue, if calculated using the
segment’s local currency, decreased by 3% when compared to the previous year. Although Boomerang’s net unit
volume increased 8% for the year ended December 31, 2007 versus the comparable period one year ago, the
segment’s service revenue was negatively impacted by a decrease in its existing subscriber renewal rates. In
2008, we expect this trend to continue and worsen as the segment deals with the challenges brought on by the
analog to digital network conversion mandated by the Canadian government. In 2008, Boomerang will continue
to focus its efforts on growing the Ontario market, continuing to launch a stolen vehicle recovery network in
British Columbia and regain mandates from insurance companies lost in the past several years due to competition
and poor recovery rates.

Cost of Goods Sold

Cost of goods sold was 44% of revenue for the year ended December 31, 2007 as compared to 47% for the
year ended December 31, 2006.

Cost of goods sold relating to our domestic segment for the year ended December 31, 2007 decreased to
42% of revenue as compared to 46% of revenue for the year ended December 31, 2006. Although unit volume
for 2007 was consistent with the comparable period a year earlier, our gross profit per unit contribution increased
as a result of our shift from the old generation LoJack Unit to a lower cost next generation LoJack Unit. The next
generation LoJack Unit not only represents improved technology but can be manufactured at a much lower per
unit cost than its predecessor. In addition, the domestic cost of goods sold percentage was favorably impacted by
a $2.342,000 increase in royalty income associated with the vesting of Absolute Software warrants which have
no corresponding impact on cost of goods sold and a 3% increase in the average revenue per unit in 2007 versus
2006.

Cost of goods sold relating to our international segment for the year ended December 31, 2007 decreased to
47% of revenue as compared to 50% of revenue for the same period a year ago, largely due to (i) a shift in
LoJack Unit sales to a lower manufactured unit cost and (ii) an increase in royalty revenue for which there are no
directly associated cost of goods sold.

Cost of goods sold relating to our Boomerang segment was 53% and 43% of revenue for the year ended
December 31, 2007 and 2006, respectively. This increase was mainly due to the negative impact of the higher
costs associated with our Boomerang Espion and Boomerang?2 tracking units.

Product Development

Product development expenses decreased by $204,000, or 4%, for the year ended December 31, 2007 as
compared to 2006. The decrease was primarily due to $805,000 related to our litigation settlement with Clare,
Inc. being applied as a recovery of prior period product development costs. This positive impact was offset by a
$462,000 increase in compensation costs at our domestic segment as we have lessened our reliance on third party
vendors for new product development and a $111,000 increase in product development expenses at our
Boocmerang segment.

We expect product development expenses to increase as a percentage of revenue in 2008 due to our plans to

develop new products that meet the new technology requirements of automobile manufacturers and to expand the
Lolack technology to other commercial segments.
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Sales and Marketing

Sales and marketing expenses increased $760,000, or 2%, for the year ended December 31, 2007, as
compared to 2006, primarily due to:

*  Increased bad debt expense of $306,000 at our domestic segment;

*  Increased marketing expenses of $238,000 at our Boomerang segment;

*  Increased compensation costs of $94,000: and

*  Increased dealer incentive related costs of $83,000 at our domestic segment.

We expect sales and marketing expenses as a percentage of revenue to increase slightly in 2008 to support
our planned investment in personnel, advertising and continued expansion at LoJack Italia.

General and Administrative

General and administrative expenses decreased by $403,000, or 1%, for the year ended December 31, 2007
as compared to 2006, primartly due to:

*  Decreased severance and retirement related costs, as the prior year reflected costs of $2,814,000
attributable to two former LoJack executives;

*  Decreased legal expenses of $482,000, as the prior year period reflected litigation costs associated with
our suit against Clare, Inc.; offset by

+  Increased compensation related costs of $2,798,000, primarily related to the buildout of Lolack Italia.

General and administrative expenses as a percentage of revenue in 2008 are expected to remain consistent
with that of 2007 with a substantial portion of such expenses being focused on our continued expansion of
LoJack ltalia.

Depreciation and Amortization

Depreciation and amortization expenses increased by $540,000, or 8%, for the year ended December 31,
2007 as compared to 2006. The increase is primarily related to depreciation expense arising from capital
investments to upgrade our product and information technology infrastructure.

Depreciation and amortization expense as a percentage of revenue in 2008 is expected to remain consistent
with that of 2007.

Loss on Impairment of Intangible Assets

During the fourth quarter of 2008, the analog network used to track our Boomerang segment’s analog
tracking units will cease to operate due to a government mandate requiring all cellular telephone networks in
Canada be based on digital technology. This mandate will affect approximately 80,000 analog Boomerang units
currently in service. Boomerang must replace these analog units by the effective date of the government mandate.
It is expected that this transition will negatively impact Boomerang’s customer retention rates and financial
results in 2008 and 2009. In the fourth quarter of 2007, we tested the segment’s intangible assets for potential
impairment and recognized an impairment charge of $3,298,000,
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Other Income (Expense)

Other income for the year increased by $1,433,000, or 137%, when compared to 2006. This increase is
attributable to the following: .

»  iIncreased interest income of $1,502,000, or 110%, due to the increase in our average investment
balance versus the prior year, an increase in short-term interest rates and the allocation of $419,000 in
interest arising from the settlement of the Clare litigation in August 2007; offset by

+  Increased interest expense of $134,000, or 12%, due to an increase in the Company’s average
borrowings at our Boomerang segment in 2007 versus 2006; and

«  Increased other income of $858,000, or 87% primarily due to: (i) a $438,000 increase in gains related
to valuing foreign currency and foreign currency transactions (primarily the Euro); (ii) a $221,000
increase in gains associated with the sale of marketable securities; and (iii) a $178,000 increase in
realized gains associated with the valuation and sale of Absoclute Software warrants; offset by.

»  Increased equity loss in our SCI affiliate of $793,000 as we recognized 40% of SCI's losses for the full
year as opposed to three months in 2006.

Interest income may not be comparable in 2008 as we continue to evaluate alternative uses of our cash
balances such as investing in international expansion, potential acquisitions and repurchases of our common
stock. Interest expense may not be comparable in 2008 as we expect to make additional draw downs on our credit
line to support Boomerang’s operations.

Provision for Income Taxes

The provision for income taxes increased by $3,313,000, or 41%, for the year ended December 31, 2007, as
compared to 2006. The increase was the result of $8,211,000 in additional pre-tax income due to the factors
noted above. The primary increase in the effective tax rate in the current year to 35% from 33% is that the tax
provision for the prior year includes $700,000 in adjustments to our accrued federal and state income tax
liabilities based on the favorable results of tax audits.

We expect our effective tax rate for 2008 to be between 30% and 33% based on the allocation of domestic
and international pre-tax income.

Net Income and Earnings Per Share

As a result of the foregoing, net income for the year ended December 31, 2007 increased by $4.898,000 or
30%, to $21,405,000 or $1.13 per fully diluted share from $16,507,000 or $0.86 per fully diluted share in 2006.

RESULTS OF OPERATIONS
Year Ended December 31, 2006 vs. Year Ended December 31, 2005
Revenue
Revenue for the year ended December 31, 2006 increased by 12%, or $22,562,000, as compared to 2005.
For the year ended December 31, 2006, revenue relating to our domestic segment increased by 13%, or
$16,771,000, as compared to 2005, primarily due to:

. An increase of $10,183,000, or 9%, in revenue resulting from a 19% increase in the number of dealer
and commercial LoJack Units sold during the period, partially offset by a decrease in the average
revenue per unit sold, reflecting the increasing percentage of units installed as part of our bulk
installation program and units installed by our third party installers and distributors, as well as
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increased incentives earned by customers. Units sold through the bulk installation program and units
installed by third party installation partners yield lower sales prices and reflects our goal to increase
dealer penetration and shift our focus to increasing gross profit dollars rather than gross profit
percentage;

»  An increase of $3,594,000, or 387%, in revenue recognized from the sale of LoJack for Motorcycles
units as a result of an increase in the number of states in which the product is being offered;

*  Anincrease of $2,141,000, or 69%, relating to our Early Warning product, as the number of units in the
installed base continues to grow. Revenue from this product is initially deferred and then recognized
over 5 years, the estimated life of vehicle ownership; and

«  Anincrease of $861,000, or 11%, in revenue recognized from the sale of warranty products.

For the year ended December 31, 2006, revenue related to our international segment increased by 13%, or
$5,363,000, as a result of a 28% increase in Lolack Units shipped, as compared to the same period a year ago
primarily due to:

»  Higher product revenue in our Latin/South America and Europe/Africa regions resulting from an
increase in the number of LoJack Units shipped to our licensees; and

*  Anincrease of $1,146,000, or 31%, in royalty and other revenue, mainly due to the continued increase
in the number of LoJack Units installed in the licensees’ customer base, which positively impacts the
royalty calculations.

For the year ended December 31, 2006, we recorded $19,919,000 in revenue relating to our Boomerang
segment, as compared to $19,491,000 for the same period the year before. This increase was primarily due to the
strengthening of the Canadian dollar in 2006 versus 2005. The Boomerang Segment continued to be challenged
by decreased unit sales through the insurance channel in Quebec, We have undertaken several initiatives aimed at
reversing this trend including:

*»  We have introduced a new product to service the mid-price car market, which has not yet been
significantly penetrated;

»  We have introduced a new product line, with greater features, which has shown strong acceptance from
the insurance industry, and is expected to reinforce product mandates from the insurance companies
towards their customers; and

»  We continue our expansion into Ontario.

Cost of Goods Sold
Cost of goods sold was 47% of revenue for the years ended December 31, 2006 and 2005,

Cost of goods sold relating to our domestic segment for the year ended December 31, 2006 increased to
46% of revenue as compared to 44% of revenue for the year ended December 31, 2005. This increase is primarily
due to the expansion of our bulk installation program which, due to lower price points, resnlted in a higher cost
of goods sold as a percentage of revenue. Domestic cost of goods sold was also negatively impacted during the
year ended December 31, 2006 by the rollout in the first quarter of our next generation installation transmitting
device, severance costs and non-cash stock compensation expense. We were still able to reduce the overall per
unit installed cost of the product, by utilizing various distribution and installation programs to more cost
effectively sell and install LoJack Units. While domestic unit sales increased by 19% in for the year ended
December 31, 2006, as compared to the same period a year earlier, the average direct installation iabor cost per
unit decreased by 4%.
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Cost of goods sold relating to our international segment was 50% of revenue for the year ended
December 31, 2006, as compared to 56% of revenue in 2005, largely due to (i) a decrease in manufactured unit
cost, (ii) an increase in royalty revenue for which there is no cost of sales, and (iii) the negative impact of foreign
exchange on inventory manufactured and sold in Brazil during the first quarter of 2005.

Cost of goods sold relating to our Boomerang segment was 43% and 44% of revenue for the year ended
December 31, 2006 and 2005, respectively. Costs were slightly lower in 2006 compared to the comparable period
one year earlier due to the negative impact of an inventory valuation adjustment in the first quarter of 2005.

Product Development

Product development expenses increased by $974,000, or 20%, for the year ended December 31, 2006 as
compared to 2005. The increase was mainly attributable to product development costs of $296,000 associated with
the next generation of our Early Warning product, non-cash compensation expense of $237,000 primarily relating to
our adoption of SFAS No. 123(R), increased personnel costs totaling $168,000 and a $134,000 increase in product
development costs at our Boomerang segment primarily relating to the segment’s new Espion product.

Sales and Marketing

Sales and marketing expenses increased $6,491,000, or 17%, for the year ended December 31, 2006, as
compared to 2005, primarily due to:

« Increased salaries and incentive compensation of $2,927,000, or 15%, relating to our domestic
segment, primarily due to increased headcount, domestic expansion, severance and unit sales increases
which drive incentive compensation;

» Increased marketing, advertising and media costs of $942,000, or 9%, primarily in our domestic
segment;

«  Increased travel, entertainment and meeting expenses of $871,000, or 42%, associated with domestic
expansion and sales growth;

«  Increased non-cash compensation of $601,000 relating to our adoption of SFAS No. 123(R);

. Increased marketing expenses of $339,000, or 31%, at our Boomerang segment’s expansion into
Ontario, Canada and rollout of the new Espion product; and

«  Increased consulting expenses of $327,000 primarily related to strategic communication services and
launch of our Italian operations.

General and Administrative

General and administrative expenses increased by $6,696,000, or 26%, for the year ended December 31,
2006 as compared to 2005, primarily due to:

. Increased non-cash compensation of $1,513,000 relating to our adoption of SFAS No. 123(R);
»  Increased legal expenses of $701,000, or 43%, primarily relating to our civil suit with Clare, Inc.;
»  Severance and retirement related costs of $2,814,000 paid to two of our former executive officers;
«  Increased personnel related expenses of $481,000, or 5%, necessary to support future growth;

»  Increased general and administrative costs of $220,000, or 5%, at our Boomerang segment primarily
due to the strengthening of the Canadian dollar versus the U.S. dollar;

. Increased travel and entertainment related costs of $153,000, or 17%, primarily related to the
Company’s international expansion efforts; and

*  Increased facilities related expenses of $139,000, or 9%.
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Depreciation and Amortization

Depreciation and amortization expenses increased by $833,000, or 14%, for the year ended December 31,
2006 as compared to 2005. The increase was primarily related to depreciation expense arising from capital
investments to support the expansion of our domestic segment into additional states and to upgrading our
technological infrastructure,

Other Income (Expense)

Other income for the year increased by $377,000, or 56%, when compared to 2005. This increase was
attributable to the following:

. Interest income increased by $552,000, or 68%, due to the significant increase in our average
investment balance versus the prior year and an improvement of short-term interest rates;

= Interest expense increased $159,000, or 17%, due to the negative impact of the strengthening of the
Canadian dollar versus the U.S. dollar and an increase in short-term borrowings at our Boomerang
segment;

e  Other income increased $171,000, or 21%, primarily due to $397,000 of income recognized from the
fair value of our initial 100,000 Absolute warrants which vested on July 1, 2006; offset by

«  An equity loss in our SCI affiliate of $187,000 representing our 40% share of their losses since October
2006.

Provision for Income Taxes

The provision for income taxes decreased by $1,053,000, or 12%, for the year ended December 31, 2006, as
compared to 2005. The decrease was the result of $2,985,000 less pre-tax income as a result of the factors noted
above and due to establishment of Lolack Ireland. Effective January 1, 2006, Lolack Ireland commenced
operations. As a result of this new business structure, a substantjal part of our international business activities are
supported by LoJack Ireland. With the exception of certain royalty income payments, all of LoJack Ireland’s
business activities will be taxed at 12.5%. In addition, income tax expense for the years ended December 31,
2006 and 20035 was favorably impacted by resolutions of tax matters for which we had previously established tax
reserves. We settled various tax matters with the Internal Revenue Service and the Commonwealth of
Massachusetts during 2006 and 2005, respectively, and recognized benefils totaling $845,000 and $710,000,
respectively. As a result of the above, our combined effective tax rate remained unchanged at 33% for the year
ended December 31, 2006 compared to 2005.

Net Income and Earnings Per Share

As a result of the foregeing, net income for the year ended December 31, 2006 decreased by $1,932,000 or
10%, to $16,507,000 or $0.86 per fully diluted share from $18,439,000 or $0.96 per fully diluted share in 2005.

LIQUIDITY AND CAPITAL RESOURCES

On July 20, 2007, we entered into a five year multicurrency revolving credit and term loan agreement with
Citizens Bank of Massachusetts, as Lender, Administrative Agent, Lead Arranger and Issuing Bank, Royal Bank
of Canada, as the Canadian Lender, and the lending institutions party thereto, or the New Credit Agreement, The
New Credit Agreement provides for (i) a multicurrency revolving credit facility in the maximum amount of USD
$50,000,000 (or its equivalent in alternate currencies) for LoJack; (ii) a CAD $5,000,000 revolving credit facility
for Lolack ExchangeCo Canada Inc.; and (iii) a CAD $26,000,000 term loan facility for LoJack ExchangeCo
Canada Inc. We have the right to increase the aggregate amount available to be borrowed under the USD
$50,000,000 multicurrency facility up to USD $75.000,000, subject to certain conditions.

42




In connection with the establishment of the New Credit Agreement, we terminated our multicurrency credit
agreement with Harris Trust Savings Bank and Bank of Montreal, dated Qctober 29, 2004, and also terminated
our existing Citizens Bank demand facility, dated June 21, 2002.

The outstanding borrowings under the New Credit Agreement totaled CAD$26,000,000 (U.S. dollar
equivalent of $26,477,000) as of December 31, 2007. The interest rate on borrowings under the New Credit
Agreement varies depending on our choice of interest rate and currency options, plus an applicable margin. The
interest rate in effect as of December 31, 2007 was 5.10%.

We generate positive cash flows from our operations and expect this trend to continue in both the short and
long-term. This liquidity is contingent on continued customer demand for our products and services and
continuing our existing relationships with automobile dealers and insurance companies, international licensees
and certain law enforcement agencies. We expect to continue these relationships. We believe that we will be able
to keep pace with required technological changes in our products and expect that our sales and marketing
initiatives will continue to drive demand.

Additional uses of cash will be based on rate of return analyses, but may include possible acquisitions,
repurchase of our common stock, investments in new technologies, products and/or international licensees or
markets, which may require substantial investments of capital. On February 28, 2006, our Board of Directors
authorized a new stock repurchase plan, or The 2006 Repurchase Plan. The 2006 Repurchase Plan authorized us
to purchase up to 2,000,000 shares of our outstanding common stock on or before February 25, 2008. From the
date of the adoption of the 2006 Repurchase Plan through December 18, 2006 the Company repurchased
1,244,566 shares. On December 19, 2006 the Board of Directors increased the remaining authorization to
2,000,000 shares. For the years ended December 31, 2007 and 2006 we repurchased 1,104,819 and 1,293,866
shares of common stock at an average price per share of $18.85 and $19.65, respectively.

On February 15, 2008 our Board of Directors approved an increase of 1,000,000 shares to our repurchase
program for a 10b-5-1 Plan and additionally renewed the remaining management discretion authority to
repurchase 2,000,000 shares, for a total repurchase authorization of 3,000,000 shares.

We plan to continue to improve and expand our infrastructure and explore opportunities in intermational
markets, including the potential for strategic partnerships or acquisitions, atliances and/or equity investments.

We have commercial operations in Italy through our wholly-owned subsidiary, Lolack Italia, SRL. Since
2005, we have invested over $8,000,000 (comprised of LoJack network buildout and operating losses) in LoJack
ltalia. We estimate this ownership will require an additional investment of approximately $3,000,000 to
$4.000,000 over the next two to three years. This includes a capital investment of approximately $500,000 to
complete the establishment of the LoJack network and recognition of $2,500,000 to $3,500,000 of LoJack Italia
losses in LoJack’s operating results. Based on our experience with current international licensees, we believe that
LoJack Italia will generate long-term profitability and value after the investment period. This investment is part
of our strategy to own a controlling interest in select international markets that present a significant long-term
financial growth opportunity.

Domestically, we intend to continue to develop new technologies and may introduce new products that
leverage our brand recognition, proven technology and knowledge of the process of stolen vehicle recovery. We
are presently seeking federal government approval for our plan to move to nationwide coverage as well as to
track and recover a variety of valuable mobile assets and we are also in the process of complying with FCC
regulations to change our network from wideband to narrowband. The federal government’s move from wide to
narrowband channels requires us to make changes to our existing infrastructure that also will accelerate the
timetable for the transition to a nationwide mobile asset recovery system. We will expand into additional markets
as they become economically feasible.
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We expecl the initialive to own and operate the Italian stolen vehicle recovery network, fund Boomerang’s
migration efforts {from an analog tracking network to a digital network, combined with our longer term
international investment requirements and domestic expansion to be funded using existing cash, cash flows from
operations and, if needed, our borrowing facilities.

We expect capital expenditures for 2008 to total as much as $8,000,000 which we will fund out of our
existing working capital, which was $87,604,000 as of December 31, 2007. If we pursue significant opportunities
in international markets, we may be required to find additional sources of capital. We believe the sources
available to us will be adequate for the next twelve months and on a long-term basis. We plan to fund our
existing operations, including capital expenditures, using existing cash, cash flows from operations and, if
needed, the existing line-of-credit and demand facilities discussed above.

Our cash flows from operating, investing and financing activities, as refiected in the consolidated statements
of cash flows, are summarized in the following table (in thousands):

Year Ended December 31,
2007 2006
Cash provided by (used for):
Operating activities .. ... .. ... i i i e $38,475 $ 28,050
Investing activities . .......... .. . . it i e 2,608 (5,845)
Financing actiVities . ... ... .. ot i (9,573) (17,337)
Effect of exchange rate changesoncash ......................... 1,010 393
Increase incash andequivalents . .............. ... o il $32,520 $ 5261

Cash provided by operating activities increased by $10,425,000 during the year ended December 31, 2007,
compared 1o the same period in 2006, This increase was due to: (i) an increase of $4,898,000 in net income;
(ii) the add back to net income of $2,786,000 increase in other working capital items excluding deferred revenue;
(iii) an increase in depreciation and amortization of $3,834,000 which relates primarily to the impairment charge
taken against intangible assets at our Boomerang segment. These increases were partially offset by a $2,137,000
decrease in the net additions to deferred revenue.

Cash provided by investing activities increased by $8,453,000 during the year ended December 31, 2007,
compared to the same period in 2006, primarily due to an increase of $3,807,000 in net proceeds from investment
activities and a decrease in capital expenditures of $1,458.000, which in 2006 included equipment related to our
“next generation” transmitting devices, vehicle tracking units and upgraded computer equipment. Also in 2006
we purchased a 40% equity interest in SC Integrity for $3,000,000 while no similar investments were made in
2007.

Cash used for financing activities decreased by $7,764,000 during the year ended December 31, 2007,
compared to the same period in 2006. The decrease in cash used for financing activities was due primarily to a
$4,582,000 decrease in repurchase activity under the 2006 Stock Repurchase Plan as compared to 2006 and an
increase in net cash provided by borrowing activities of $4,699,000 resulting from the New Credit Agreement.
These decreases were offset by a $1,367,000 decrease in the tax benefit related to the stock option plan,

Currently, we do not enter into financial instrument transactions for trading or speculative purposes. We do
not intend to establish any special purpose entities.

We will continue to monitor our foreign currency exposure and will implement a hedging strategy if we feel
that we are materially at risk and that the hedge is cost effective,

To date, inflation has not had a material impact on our financial results.
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CONTRACTUAL OBLIGATIONS

We have fixed contractual obligations under various operating lease agreements relating to our office
locations, computer and office equipment, vehicles and tower infrastructure locations. Other contractual
obligations include long-term debt and non-cancelable inventory purchase commitments. Contractual obligations
and commercial commitments existing at December 31, 2007 were as follows (in thousands):

Payments Due by Period
Less Than

Total 1 Year 1-3 Years  3-5 Years
Long term debt obligations (1} ......... ... ... ...t $26477 $ — $ — %2647
Interest on long term debt obligations (2} ....................... 6,238 1,373 2,738 2,127
Operating lease obligations ............ ... ... .. oo i 23,250 5,228 13,240 4,782

Purchase obligations .............. ... ... o i 2,684 2,684 — —

Uncertain tax positions (3) . ... o iiii i e 502 502 — —
TOMA] . e $59,151  $9,787 §15,978 $33,386

(1) This debt is denominated in Canadian dollars and the maturities have been presented at the exchange rate for
U.S. dollars prevailing at December 31, 2007.

{2) Borrowings under the term loan bear interest at a variable rate, adjustable quarterly, at our option, at either
the Canadian base rate or a Euro-currency denominated rate, or Canadian LIBOR. Interest has been
calculated assuming the interest rate prevailing as of December 31, 2007, which was 5.10%.

(3) As of December 31, 2007 we had $1,966,000 of non-current liabilities for uncertain tax positions under
FIN 48. We intend to pay $502,000 with the filing of amended tax returns in 2008 and do not expect any
other material changes in the next twelve months. We are not able to provide a reasonable estimate of the
timing of future payments relating to the remainder of these obligations.

OFF BALANCE SHEET ARRANGEMENTS

We have no material off balance sheet arrangements as defined in Regulation S-K, Item 303(a)(4)(i1).

WARNING REGARDING FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 and federal securities laws contain certain safe harbors
regarding forward-looking statements. From time to time, information we provide or statements made by our
employees may contain “forward-looking™ information, which involves risk and uncertainty. Any statements in
this report and accompanying materials that are not statements of historical fact are forward-looking statements
{(including, but not limited to, statements concerning the characteristics and growth of our markets and customers,
our objectives and plans for future operations and products and our expected liquidity and capital resources).

L) LEE EERNNTY

Forward looking statements can often be identified by words such as “anticipate”, “expects”, “intends”, “plans”,
“believes”, “secks”, “estimates”, “may”, “will”", “should”, “would”, “coutd”, “potential”, ‘continue”, “ongoing”,
or similar expressions and variations or negatives of these words. Such forward-looking statements are based on
a number of assumptions and involve a number of risks and uncertainties, and accordingly, actual results could

differ materially. Risk factors that may cause such differences are described in Item 1A—Risk Factors.

ITEM 7A—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We have limited exposure to market risk due to the nature of our financial instruments. Our financial
instruments at December 31, 2007 consisted of cash and equivalents, short-term investments, accounts
receivable, accounts payable, customer deposits, accrued liabilities, long-term debt and credit facilities. The fair
value of these financial instruments as of December 31, 2007, approximated their carrying values. Our short-term
investments are in the form of investment-grade commercial paper, corporate bonds and U.S. Government and
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agency securities that are carried at fair value in the financial statements. Accordingly, we have no quantitative
information concerning the market risk of participating in such investments.

Our primary market risk exposures relate to interest rate risk, foreign currency exchange rate risk and
market value risk relating to common stock price of Absolute Software. Significant changes in the market price
of Absolute’s common stock could resuit in significant swings in revenue and other income. Based on the
300,000 Absolute warrants outstanding as of December 31, 2007, a $1.00 change in the market price of Absolute
Software’s common stock would result in a $60,000 increase/decrease in the fair value of the warrants. Also see
Note 6 to the consolidated financial statements included herein at Item 8 for further explanation concerning our
accounting for the warrants in Absolute Software common stock.

Interest rate exposure relates primarily to the effect of interest rate changes on amounts outstanding under
our term loan and revolver for which there was CAD$26,000,000 (equivalent to U.S. $26,477,000) of borrowings
outstanding as of December 31, 2007 and our variable rate line-of-credit and demand facilities. Based on the
outstanding borrowings under the term loan at December 31, 2007, a 1% increase in the interest rate would result
in an additional $265,000 of annual interest expense. See Note 7 of the consolidated financial statements in
Item 8 included herein.

Historically, we have had minimal foreign currency exposure as most transactions with customers and
vendors are denominated in U.S. dollars. In December 2002, we established a Brazilian subsidiary LoJack do
Brasil, and purchase and sale transactions denominated in Brazil's currency (Real) began in May 2003, If we
encounter material foreign currency exposure with this foreign subsidiary in the future, we may elect to manage
the refated exposure by utilizing a hedging strategy as long as it is material and cost effective. Qur Boomerang
segment’s functional currency is the Canadian dollar, We expect to manage foreign exchange exposures that
cause both earnings and cash volatility by utilizing a hedging strategy as long as the exposure is material and the
hedge cost effective.

Currently, we do not enter inte financial instrument transactions for trading or speculative purposes. We
have not established any special purpose entities and do not have any material off balance sheet financing
transactions. We will continue to monitor our foreign currency exposure and will implement a hedging strategy if
we feel that we are materially at risk and that the hedge is cost effective.
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ITEM 8-—FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our consolidated financial statements and the related report of our independent auditors thereon are
included in this report at the pages indicated.

Report of Independent Registered Public Accounting Firm ... 43
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Consolidated Statements of Income for the years ended December 31, 2007, 2006 and 2005 ............. 50
Consolidated Statements of Stockholders’ Equity for the years ended December 31, 2007, 2006 and 2005 .. 5l
Consolidated Statements of Cash Flows for the years ended December 31, 2007, 2006 and 2005 .......... 52
Notes to Consolidated Financial Statements . .. ... ..ottt ittt i 53
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
LoJack Corporation
Westwood, Massachusetts

We have audited the accompanying balance sheets of LoJack Corporation and subsidiaries (the “Company™)
as of December 31, 2007 and 2006, and the related statements of income, stockholders’ equity, and cash flows
for each of the three years in the period ended December 31, 2007. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of the
Company as of December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the
three years in the period ended December 31, 2007, in conformity with accounting principles generally accepted
in the United States of America,

As discussed in Note 1, the Company adopted the provisions of Financial Accounting Standards Board
Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109, effective January 1, 2007 and the provisions of Financial Accounting Standards No. 123(R), Share-
Based Payment, effective January 1, 2006,

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company’s internal control over financial reporting as of December 31, 2007, based on the
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponscring
Organizations of the Treadway Commission and our report dated March 14, 2008 expressed an adverse opinion
on the Company’s internal control over financial reporting because of a material weakness,

/s/ DELOITTE & TOUCHE LLP

Boston, Massachusetts
March 14, 2008
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LOJACK CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

December 31,
2007 2006
ASSETS
CURRENT ASSETS:
Cashandequivalents . ... i $ 56,556 $ 24,036
Short-term investments at fairvalue . ...... .. ... i i i e 14,686 22,442
Accounts receivable——Nel . . .. ... i e e 39,974 37,547
IVERIOTIES - o o vt ettt et e e ettt e et e e e 14,865 16,244
Prepaid expenses and Other .. ...... ... ittt s 3,499 4,059
Prepaid INCOME tAXES . . .. vttt e s iiia e 50 2,118
Defermed INCOME LAXES . . ittt it tssaar ettt aaans 5,514 5,415
Total CUITENE ASSELS . .o ottt ittt e ie ot aaen v eamm et e enas 135,144 111,861
PROPERTY AND EQUIPMENT—NET ... ..ot emes 23,433 21,571
DEFERRED INCOME TAXES ... ittt ie e i et 8,535 6,699
INTANGIBLE ASSETS—NET ... . i e et it 3,122 6,416
GOODWILL ... ittt e et et e e i 54,979 46,287
OTHER ASSE TS S—NET ... ittt e ettt iianna s 20,598 17,119
FOT AL ..t e e e $245.811 $209,953
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Current portionof longtermdebt ........... ... i $ — § 9,539
Accounts payable .. ... ... e 7,571 6,394
Accrued and other liabilities ... ... it i i i 7,422 6,754
Current portion of deferredrevenue . ... ... ... . i 25,300 23,446
Accrued COMPENSALION . .. ...\ttt e e e 7,247 6,758
Total current Habilities ... ..ottt i e e et et ae 47,540 52911
LONG TERM DEB T ..ottt ittt et e et ettt aeass 26,477 9,242
DEFERRED REVENUE . ... ..ttt ittt iaas 37,585 33,302
DEFERRED INCOME TAXES .. i e i et i e e 1,099 2,200
OTHER ACCRUED LIABILITIES ... . it et e i eaaas 2,066 —
ACCRUED COMPENSATION ...t it a e e ei e aanas 2,712 2,298
Total lHabilities ..ot i e i et i e 117,479 99,953

COMMITMENTS AND CONTINGENT LIABILITIES (NOTE 10)
STOCKHOLDERS’ EQUITY:
Preferred stock—$.01 par value; authorized, 10,000,000 shares ................. — —
Common stock—3$.01 par value; authorized, 35,000,000 shares; issued and
outstanding, 18,316,895 at December 31, 2007 and 18,577,105 at December 31,

2 11 e 183 186
Additional paid-in capital ... ... e 25,782 33,719
Accumulated other comprehensive inCOME . ........ . it nnnas 9,179 2,433
Retained eamings . ... .. ..ot ittt e s 93,188 73,662

Total stockholders” equity .. ... ... i 128,332 110,000
2 17 g P $245,811 $209,953

The accompanying notes are an integral part of the consolidated financial statements.
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LOJACK CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per share amounts)

Year Ended December 31,
2007 2006 2005
Revenue . ... i e e e e § 222749 § 213288 § 190,726
Costofgoodssold ........ ..o i i 98,625 09,933 89,003
Gross Profil . .. e 124,124 {13,355 101,723
Costs and expenses:
Productdevelopment .. ................ ... ccoiiiiait. 5,601 5,805 4,831
Salesand marketing ........... oo i, 45,662 44,902 38,411
General and administrative . ... ... ... . . e 32,004 32,407 25,711
Depreciation and amortization . ............. ... ..c.vu... 7,292 6,752 5919
Loss on impairment of intangible assets ,.................. 3,298 — —
Total . e e s 93,857 89,866 74872
Operating INCOME ... oot et ee e et ie i iir e e ene e reann 30,267 23,489 26,851
Other income (expense):
Interest INCOME ... .. . it i e it e 2,866 1,364 812
INtErest EXPENSE . .. oo\ v vttt ettt e e (1,249) (1,115) (956)
Equity lossinaffiliate .............. . ... ... ...t (980) {187) —
OtherInCOmME . ...ttt i e e et 1,842 984 813
- 2479 1,046 669
Income before provision for income taxes ..................... 32,746 24,535 27.520
Provision for inCOME LAXES . ..t vt ittt oo ettt e e 11,341 8,028 9,081
NetinCome ... vt e e iaeens $ 21,405 16,507 §$ 18,439
Earnings per share:
BaSIC . i e e $ 1.17 090 $§ 1.03
Diluted . ... e 3 1.13 0.86 $ 0.96
Weighted average shares:
Basic .. e 18,321,826 18,334,033 17,922,792
Diluted.. ... e 18,933,532 19,243,563 19,189,525

The accompanying notes are an integral part of the consolidated financial statements.
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LOJACK CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
a4 T oo V- $21405 $ 16,507 % 18439
Adjustments to reconcile net income to net cash provided by operating activities:
Unrealized gain on Warrants . . .. .. ... .ov it i i i (2,342) {699) —
Stock-based compensation .. ...... ... ... e 3,830 4,247 467
Depreciation and amortization, including impairment loss ............... 11,168 7.334 6,582
Allowance fordoubtful accounts ... .......... ... ... . ... ... 759 403 936
Deferred INCOME TaXES . ottt ittt e e e e e 4,089 (5,185) 1,652
Gain on disposal of property and equipment .......................... (180) (129) (172)
Gain on sale of marketable securities . ... ... . ... . . i i (245) (295) (56)
Gain on foreign exchange transactions . ......................c...v.. — (220) (631)
Tax benefit related to stock optionexercises ............. .. .. cvvunn. 1,604 1,046 6,268
Minority interest in net income (loss) of consolidated subsidiaries ... ...... — (82) (24)
Equity lessin affiliate ... ... ... ... ... .. ... .. 980 187 —
Increase (decrease) in cash from changes in assets and liabilities, net of
acquired assets and liabilities:
Accountsreceivable ........ .. ... (3,538) (5,255} (5,056)
Inventories .. ... . 1,846 1,795 (5,058)
Prepaid expensesand other ....... ... ... ... .. .., 577 743 (1,527)
Prepaid income taxes .. ... .ottt e 2,068 1,583 (3,700)
BT ASSBES .« o ittt e e e e 186 (1,443) 2i)
Accountspayable . ... ... e 366 (2.877) 1,144
Accrued and other liabilities . ......... ... .. .. ... ... .. ..., 1,593 6,366 (622)
Deferred revenue, net of deferredcosts .......................... 1,887 4,024 6,715
Net cash provided by operating activities .................... 38475 28,050 25,336
CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in property and equipment . .. ........... ... i i i.. .. (8,092 (9550 (7.822)
Investments in non-consolidated subsidiary .......... ... ... ... ... ..... — (3,000) —
Purchase of marketable securities ........ ... . . it e (37,202) (52,602) (38,668)
Proceeds from sale of marketable securities ................ ... i 47,722 39,315 15,522
Purchase of minority interest . ........ ... i e e — (323) —
Proceeds from sale-of property and equipment ........... ... ............. 180 315 28
Net cash used for investing activities .. ...................... 2,608 (5,845) (30,940)
CASH FLOWS FROM FINANCING ACTIVITIES:
Exercise of stock oplions . ... ... . . . . . e e 4,898 5272 14,943
Issuance of shares under employee stock purchaseplan ..................... 1,338 1,235 1,174
Excess tax benefit related to stock optionplan ............................ 1,235 2,602 —
Repayment of debt and short-term borrowings ........... ... .. ... ..., (25,667) (5,385} (6,585)
Repurchase of commonstock ....... ... ... . . i .., (20,844) (25.425) (2,234)
Proceeds from debt and short-term borrowings .. ............... ... ... ..., 29,346 4,364 693
Preceeds from minority interest .. ... . e e e — — 302
Payment for debtissuance costs . ... .. ... . it i e e 121 — _
Net cash (used for) provided by financing activities ,..........,. (9,573) (17,337 8,293
Effect of exchange rate changes on cash and equivalents . ....................... 1,010 393 224
INCREASE IN CASH AND EQUIVALENTS .. ... ... . it 32,520 5,261 2913
BEGINNING CASH AND EQUIVALENTS ... ......... ... i, 24,036 18,775 15,862
ENDING CASH AND EQUIVALENTS ... ... ... ... i % 56,556 $ 24,036 $ 18,775
Supplemental cash flow information:
Income taxes paid . . ... ... . e $ 8224 § 7072 $§ 6,236
Interest paid . ... ... e e e $ 1,249 § 1,115 $ 956

The accompanying notes are an integral part of the consolidated financial statements,
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LOJACK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

LA Y

The Company—LoJack Corporation and subsidiaries, or “Lolack”, “we”, “our”, or “the Company”, is a
global provider of technology products and services for the tracking and recovery of stolen mobile assets. Our
proprietary technology, wireless network and integration with law enforcement agencies provide a means for the
tracking and recovery of stolen vehicles, motoreycles and construction equipment. Our headquarters are located
in Westwood, Massachusetts and we have operations in 26 states and the District of Columbia in the United
States and 31 countries and territories.

Summary of Significant Accounting Policies

Principles of Consolidation—The consolidaied financia! statements include the accounts of LoJack and its
wholly-owned subsidiaries. We consolidate entities which we own or control. All intercompany transactions and
balances have been eliminated in consolidation.

Use of Estimates—The preparation of consolidated financial statements in conformity with generally
accepted accounting principles in the United States, or GAAP, requircs management to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenue and expenses, and related disclosures of
contingent liabilities. We base our estimates on historical expericnce and on various other assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual amounts
may differ from these estimates under different assumptions or conditions.

Revenue Recognition and Deferred Revenue—We recognize revenue principally on five types of
transactions—sales of products, subscriber fees for service contracts, extended warranty sales, licensing and
royalty fees. In accordance with the guidance provided by the Securities and Exchange Commission’s Staff
Accounting Bulletin, SAB No. 104, Revenue Recognition, or SAB No. 104, revenue is recognized when all of the
following are met: (i) persuasive evidence of an arrangement exists, (ii) title and risk of loss have passed,
{iit) delivery has occurred or the services have been rendered, (iv) the sales price is fixed or determinable and
(v) collection is reasonably assured.

We generally recognize revenue on product sales upon installation. Revenue relating to sales to our third
party sales and installation partners is recognized upon shipment, which is prior 1o the installation of the related
products in the consumer’s vehicle.

Revenue relating to the sale of the LoJack Early Warning™ Recovery System, or LoJack Early Warning, is
recognized over a period of the estimated life of vehicle ownership, which we estimate to be approximately five
years. Revenue from the sales of products and components of the Lolack System to international licensees is
recognized upon shipment to the licensee or. if later, when payment becomes reasonably assured.

Revenue relating to the sale of service contracts is recognized over the life of the contract. The purchase of
an initial service contract is a requirement at the time the consumer purchases a Boomerang Unit. In accordance
with Emerging Issues Task Force, or EITF, Issue No. 00-21, Revenue Arrangements with Multiple Deliverables,
we assign amounts to each compenent based on that component’s objectively determined fair value. The term of
service contracts offered ranges from 12 to 36 months and are payable in full upon activation of the related unit
or renewal of a previous service contract.
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We offer several types of contractual extended warranties. For those warranties to which an independent
third party insurer, and not us, is the primary obligor, we recognize payments for these contracts, net of related
costs, in revenue at the time of sale.

For those warranty products to which we are the primary obligor revenue is deferred and will be recognized
over the term of the warranties, determined to be equivalent to the estimated life of vehicle ownership, which we
estimate to be five years. Subsequent to January 1, 2007 we are no longer the primary obligor for our vehicle
warranty products.

Revenue from extended warranties to be amortized beyond one year is classified as long-term deferred
revenue, Incremental costs directly related to the provision of such warranties are deferred and charged to
expense ratably as the revenue is recognized.

We recognize license fees in revenue over the term of the license (typically ten years) and we recognize
royalty revenue when earned or when payment is reasonably assured, whichever is later. See note 6 for a
discussion of the license income related to Absolute Software.

Stock-Based Compensation—On January 1, 2006, we adopted the provisions of Statement of Financial
Accounting Standards, (SFAS), No 123(R), Share-Based Payment, or SFAS 123(R). The standard requires the
recognition of compensation costs for all share-based payment awards made to employees and directors based
upon the awards’ estimated grant date fair value. The standard covers empioyee stock options, unvested stock
and employee stock purchases related to our employee stock purchase plan. We previously accounted for stock-
based compensation for employees and directors under the recognition and measurement principles of
Accounting Principles Board, or APB No. 25, Accounting for Stock Issued to Employees, and elected the
disclosure alternative under Statement of Financial Accounting Standards No. 123, or SFAS 123, Accounting for
Stack-Based Compensation-Transition and Disclosure.

We adopted SFAS 123(R) using the modified prospective transition method which requires applying the
standard as of January 1, 2006 (“the adoption date™). The modified prospective transition method does not result
in the restatement of results from prior periods and accordingly, the results of operations for 2006 and future
periods will not be comparable te our historical results of operations. Total stock-based compensation expense
recognized in 2007, 2006 and 2005 was $3,830,000, $4,247,000 and $467,000, respectively. (Also see Note 8).

Advertising Expenses—Advertising costs, which include the placement of advertisements, third party media
consulting firm fees, trade shows and promotional literature, are expensed as incurred and are classified under
sales and marketing expense. Advertising expenses for the years ended December 31, 2007, 2006 and 2005, were
$11,686,000, $11,697,000 and $10,797,000, respectively.

Warranty Costs—We provide for the estimated costs associated with fulfilling our warranty related
obligations based primarily on our historical experience of the cost of fulfilling our warranty obligations. The
estimated provision for accrued warranty costs is included in the consolidated balance sheet within accrued and
other liabilities. Warranty coverage is provided on both our LoJack Units and Boomerang Units. We warrant to
consumers that LoJack Units will be free from defects in material or workmanship for a period of two years from
the date of installation and Boomerang Units will be free from defects in material or workmanship for a period of
five years from the date of installation. We also warrant to purchasers of the LoJack Unit that if a LoJack Unit
equipped vehicle is stolen in a covered jurisdiction within two vears of installation and not recovered within 24
hours from the time that the theft is reported to the police, we will pay the consumer an amount equal to the full
purchase price of the LoJack Unit up to a maximum of $695 (up to $995 if the consumer has purchased LoJack
Early Warning). We warrant to purchasers of the Boomerang Units that if the Boomerang equipped vehicle is
stolen and not recovered, we will pay the consumer an amount equal to the full purchase price of the unit and the
service fees, up to a maximum of CAD$1,000 for the Boomerang Unit and CAD$2,000 for the Boomerang2
Unit. For the BoomerangXpress Units, we will offer the consumer a new unit, including installation, free of
charge.
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Cash and Equivalents—Cash and equivalents include highly liquid investments purchased with remaining
maturities, at the time of purchase, of three months or less. Cash equivalents, including U.S. government and
U.S. government agency issues are carried at fair market value, We periodically maintain bank balances which
exceed the federally insured total of $100,000. We routinely assess the financial strength of our depository banks
and, as of December 31, 2007, believe we had no significant exposure to credit risks.

Investment Securities—Short-term investments and investments related to funding the obligations of the
deferred compensation plan are comprised of marketable securities. We account for marketable securities in
accordance with SFAS No. 115, Accounting for Certain Investments in Debt and Equity Securities. We
determine the appropriate classification of all marketable securities as held-to-maturity, available-for-sale or
trading, at the time of purchase.

At December 31, 2007 and 2006, all short-term investments in marketable securities were classified as
available-for-sale, and as a result, were reported on the consolidated balance sheet at fair market value.
Unrealized gains or losses on available-for-sale securities are included, net of tax, in accumulated other
comprehensive income in the statement of stockholders’ equity until the disposition of the security. The
amortized cost basis of debt securities is adjusted for the amortization of premiums and accretion of discounts
from the date of purchase to maturity. Such amortization is included in interest income as an addition to, or
deduction from, the coupon interest earned on the investments. We follow the specific identification method in
determining the cost basis in computing realized gains and losses on the sale of available-for-sale securities.
Realized gains and losses on available-for-sale securities are included in other income (expense) and were not
material for any period presented. As of December 31, 2007, our shor-term investments have remaining
maturities that range from one to twelve months.

Our investment in our French licensee in the form of a marketable equity security is accounted for in
accordance with Financial Accounting Standards Board (FASB) Statement No. V15, Accounting for Certain
Investments in Debt and Equity Securities, as an available-for-sale security and is valued at the quoted closing
price on its market exchange as of the reporting date. Any unrealized gains or losses are included, net of tax, in
accumulated other comprehensive income in the statement of stockholders’ equity. We have not recorded any
realized gains or losses on this investment through December 31, 2007. If the quoted price of the investment in
our French licensee were to drop below our recorded cost for an extended period of time we would have to
evaluate the invesiment for potential other-than temporary impairment.

We account for the deferred compensation plan in accordance with EITF [ssue No. 97-14, Accounting for
Deferred Compensation Arrangements Where Amounts are Held in a Rabbi Trust and Invested. The investments
of the deferred compensation plan are included in other assets at fair value with a corresponding liability, which
was included in fong-term accrued compensation in our consolidated balance sheets.

[nvestments related to the deferred compensation plan are classified as trading securities and reported at fair
value with unrealized gains and losses included in other income (expense) in the consolidated statements of
income, Compensation expense related to the deferred compensation plan is included in general and
administrative expenses,

Fair Value of Financial Instruments—Our financial instruments consist of cash and equivalents,
marketable securities, accounts receivable, accounts payable, customer deposits, certain accrued liabilities, long
term debt and foreign currency exchange agreements, as well as certain derivative instruments that are carried at
fair value. The fair value of these financial instruments approximates their carrying value. The fair values of
marketable securities are estimated based on quoted market prices for these securities. The fair value of
derivative instruments are generally measured using the Black-Scholes option pricing model.

We believe that the carrying value of the Canadian denominated term loan approximates its fair value as the
variable interest rate per the loan agreement approximates prevailing market interest rates. Additionally, the
interest rate is subject to quarterly adjustments.
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Accounts Receivable—We maintain an allowance for doubtful accounts based on an assessment of
collectibility of all outstanding receivables. We make this assessment by evaluating the creditworthiness of our
customers, historical trends and economic circumstances. A roliforward of the activity of the aliowance for
doubtful accounts is as follows (in thousands):

Years ended December 31,

2007 2006 2005
Balance at beginning of year . ........ ... ... .. o iiiiiiii, $ 951 $977 $1,02]
Additions charged tocostand expense ........ ... .. e 759 403 936
Accounts written off, net of recoveries ... .. ... ... ... . . i (322) (429) (980
Balance atendof year ......... ... ... . ... ... $1,388  $951 § 977

Domestic accounts receivable are due principally from automobile dealers that are geographically dispersed.
Accounts receivable related to our Boomerang segment consist of payments due from our dealer channel and
corporate accounts. International accounts receivable are principally due from international licensees. When
possible, payment for our products from international licensees is assured through the purchase of private trade-
credit insurance paid for by the licensee.

Inventories—Inventories are stated at the lower of cost (first-in, first-out method) or market value.

Property and Equipment—Expenditures for maintenance and repairs are charged to expense while the costs
of significant improvements that extend the life of the property and equipment are capitalized. Depreciation and
amortization are calculated using the straight-line method over the estimated useful lives of the related assets as
detailed below:

Useful Life (years)

System components and vehicle tracking units . ............. ..., 7

Office equipment, computer equipment and software ............ 3-5

Software developed forinternaluse ................... ... .... 35

Furniture and fixtures ....... ... ... ... i i 5

Leasehold improvements . ............... ... ... .. oL shorter of 5 years or lease term
Vehicles .. oo e 3

Upon retirement or other disposition, the cost and the related accumulated depreciation of the assets are
eliminated from the balance sheet and the related gains or losses are reflected in the consolidated statement of
income.

Internal Software Development Costs—We capitalize internal software development costs in accordance
with Statement of Position 98-1, Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use. Capitalized internal software development costs are amortized over the period of economic benefit,
generally between three and five years. For the years ended December 31, 2007 and 2006, capitalized software
included in property and equipment totaled $8,438,000 and $6,356,000, net of accumulated amortization of
$4,530,000 and $2,796,000, respectively. For the years ended December 31, 2007, 2006 and 2005, respectively,
we capitalized $1,581,000, $892,000 and $1,494,000, respectively. For the years ended December 31, 2007, 2006
and 2003, $1,449,000, $1,242,000, and $i,005,000, respectively, of amortization expense was recorded for these
capitalized internal software costs. Additions to internal software development costs are included in expenditures
for property and equipment in the consolidated statements of cash flows.

Cost-Basis Investments—We have made investments in some of our international licensees. These
investments to date have resulted in ownership of less than 20% of any one licensee. These investments are

accounted for using the cost method of accounting. Under the cost method of accounting, investments are carried
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at cost and are adjusted only for other-than-temporary declines in fair value, distributions of earnings, additional
investments made and other ownership changes. We have not recorded any gains or 1osses on these investments
. through December 31, 2007. (Also See Note 6).

Equity Investments—In October 2006, the Company made a 40% equity investment in SC-Integrity, or
SCI, a Bothell, Washington based company providing solutions for cargo stock theft prevention, investigation,
tracking and recovery. We have applied the equity method of accounting to account for our investment in SCI
and have recognized our pro-rata share of SCI’s losses since the date of our investment as an equity loss in
affiliate. (Also see Note 6).

Goodwill and Other Intangible Assets—Goodwill is not amortized but instead is assessed for impairment at
least annually and as triggering events occur. We have adopted an annual measurement date of October 31. On
each annual measurement date the carrying value of the reporting unit is compared to its estimated fair value, and
an impairment charge is measured based upon the excess of the carrying value of goedwill over the implied fair
value if an impairment is indicated. This analysis is performed at a reporting unit level. All recorded goodwill has
been allocated to the Boomerang segment.

Other intangible assets consist of amortizing intangibles, including purchased technologies, customer
relationships, patents, trademarks, trade names and radio frequencies. We assess the impairment of amortizing
intangibles in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets,
or SFAS 144. Whenever events or changes in circumstances indicate that the carrying value may not be
recoverable, an assessment is completed to determine whether the fair value of the asset exceeds the carrying
value. When a potential impairment has been identified, forecasted undiscounted net cash flows of the operations
to which the asset relates are compared to the current carrying value. If such cash flows are less than the carrying
amounts, the intangible assets are written down to their respective fair values. In making this assessment, we rely
on a number of factors including operating results, business plans, economic projections, anticipated future cash
flows, and transactions and marketplace data. In the fourth quarter of 2007 we recognized an impairment charge
of $3,298,000 at our Boomerang segment. (Also See Note 5).

Impairment of Other Long-lived Assets—Other long-lived assets including property and equipment and
internal software development costs are also periodically assessed for impairments in accordance with SFAS
144, as discussed above. No such impairments were recorded during the years ended December 31, 2007, 2006
and 2005.

Income Taxes— We recognize deferred tax liabilities and assets for the expected future tax consequences of
events that have been included in our financial statements or tax returns. Deferred tax assets and liabilities are
determined based upon the difference between the financial statement carrying amounts and tax basis of existing
assets and liabilities, using enacted tax rates anticipated to be in effect in the year(s) in which the differences are
expected to reverse. Valuation allowances are provided against deferred tax assets that are not deemed to be
recoverable,

Our annual tax rate is based on our income, statutory tax rates and tax planning opportunities available to us
in the various jurisdictions in which we operate. Significant judgment is required in determining our annual tax
expense and in evaluating our tax positions, The Company provides reserves for potential payments of tax to
various tax authorities related to uncertain tax positions and other issues. Prior to 2007, these reserves were
recorded when management determined that it was probable that a loss would be incurred related to these matters
and the amount of the loss was reasonably determinable. In 2007, the Company adopted FASB Interpretation
No. 48, Accounting for Uncertainty in Income Taxes. As a result, reserves recorded subsequent to adoption are
based on a determination of whether and how much of a tax benefit taken by the Company in its tax filings or
positions is “more likely than not™ to be realized following resolution of any potential contingencies present
related to the tax benefil, assuming that the matter in question will be raised by the tax authorities. Potential
interest and penalties associated with such uncertain tax positions is recorded as a component of income tax
expense. (Also See Note 9).
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Product Development—Costs for product development are expensed as incurred and include salaries, fees
10 consultants, and other related costs associated with the development of new products. A portion of our product
development effort has been outsourced to unrelated third parties.

Earnings Per Share—Basic income per common share is computed using the weighted average number of
common shares and common share equivalents outstanding during each year. Diluted income per common share
is computed using the weighted average number of common shares outstanding during the year, including the
effect of our outstanding stock options (using the treasury stock method) and restricted stock, except where such
stock options or restricted stock would be antidilutive. A reconciliation of weighted average shares used for the
bhasic and diluted computations is as follows:

Year Ended December 31,
2007 2006 2005
Weighted average shares forbasic ................... 18,321,826 18,334,033 17,922,792
Dilutive effect of stock options and restricted stock . ... .. 611,706 909,530 1,266,733
Weighted average shares fordiluted .................. 18,933,532 19,243,563 19,189,525

Options to purchase 305,171, 279,180 and 718,000 were outstanding at December 31, 2007, 2006 and 2005,
respectively, but were not included in the computation of diluted earnings per share because the options’ exercise
prices were greater than the average market price of the common share, and the effect of including these
securities would have been antidilutive. Performance shares totaling 68,300 and 48,800 were excluded from the
computation of earnings per share as of December 31, 2007 and 2006, respectively, because the performance
conditions had not been achieved at the respective balance sheet dates.

Comprehensive Income—Items of comprehensive income include net income and other comprehensive
income items such as unrealized gains and losses on marketable securities categorized as available-for-sale and
foreign cusrency translation adjustments.

Total accumulated other comprehensive income and its components were as follows (in thousands):

__December 31, _
2007 2006
Currency translation adjustments . ............. ... i, $8,010 $2.388
Unrealized gain on available for sale investments, net of tax of $716 and
325 E 1,169 45
Total accumulated other comprehensive income ............... $9,179  $2.433

Foreign Currency—The accounts of foreign subsidiaries, with the exception of our wholly-owned Irish
subsidiary whose functional currency is the U.S. dollar, are translated using exchange rates in effect at
period-end for assets and liabilities and at average exchange rates during the period for results of operations. The
retated translation adjustments are reported in accumulated other comprehensive income in stockholders’ equity.
Our wholly-owned Brazilian subsidiary whose functional currency is the Brazilian real had U.S. dollar
denominated intercompany loans payable that resulted in a foreign exchange gain of $138,000 and $631,000 that
was recorded as other income in our consolidated statement of income for the years ended December, 31 2006
and 2005, respectively. There were no intercompany loans outstanding during the year ended December 31,
2007.

Derivative Instruments and Hedging—We account for derivative instruments and hedging in accordance with
the SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities as amended, or SFAS 133, which
requires all financial derivatives instruments to be reported at fair value. We will use derivative financiat
instruments to manage exposures to foreign currency risks. Our primary objective for holding derivatives is to
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minimize interest rate and foreign currency risk using the most effective methods to eliminate or reduce the impact
of these risks. If the derivative is designated as a cash flow hedge, the effective portions of changes in the fair value
of the derivative are recorded in other comprehensive income (loss) and are recognized in earnings when the hedged
item affects eamings; ineffective portions of changes in fair value are recognized in eamings.

Segment Reporting—We have determined that we have three reportable segments: domestic, international
and Boomerang. Each segment has a segment manager and the operating results of each segment are regularly
reviewed and evaluated separately by our President and Chief Executive Officer. Certain general overhead costs
such as executive costs, research and development and procurement have been allocated to the domestic and
international segments based on a percentage of revenue or estimated time spent supporting the applicable
segment. (Also see Note 12).

Recent Accounting Pronouncements—In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements, or SFAS 157, which addresses how companies should measure fair value when they are required
to use a fair value measure for recognition or disclosure purposes under generally accepted accounting principles.
SFAS No. 157 defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles and expands disclosures about fair value measurements. SFAS 157 is effective for financial
statements issued for fiscal years beginning after November 15, 2007 and should be applied prospectively, except
in the case of a limited number of financial instruments that require retrospective application. In February 2008,
the FASB deferred the implementation of SFAS 157 for certain non-financial assets and liabilities for fiscal years
beginning after November 15, 2008. We are currently evaluating the potential impact of SFAS 157 on our
financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities, or SFAS 159, which permits companies to elect to measure certain eligible items at fair
value. Subsequent unrealized gains and losses on those items will be reported in earnings. Upfront costs and fees
related to those items will be reported in earnings as incurred and not deferred. SFAS 159 is effective for us
beginning January 1, 2008. If a company elects to apply the provisions of the Statement to eligible items existing
at that date, the effect of the remeasurement to fair value will be reported as a comulative effect adjustment to the
opening balance of retained earnings. Retrospective application will not be permitted. We did not designate any
financial assets or liabilities to be carried at fair value on January 1, 2008 and do not expect to use the fair value
option for any of its eligible items.

In December 2007, the FASB issued FAS No. 141 (revised 2007), Business Combinations, or SFAS 141R,
This statement establishes principles and requirements for how the acquirer in a business combination
(1) recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and
any noncontrolling interest in the acquiree, (i1) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase, and (iii) determines what information to disclose to enable users
of the financial statements to evaluate the nature and financial effects of the business combination. SFAS 141R is
effective for fiscal years beginning after December 15, 2008. We are currently evaluating the potential impact of
SFAS 141R on our financial position and results of operations,

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51, or SFAS 160. The objective of this Statement is to improve the
relevance, comparability, and transparency of the financial information that a reporting entity provides in its
consolidated financial statements by establishing accounting and reporting standards for the noncontrelling
interest in a subsidiary and therefore deconsolidation of a subsidiary. SFAS 160 is effective for fiscal years
beginning after December 15, 2008. We are currently evaluating the potential impact of SFAS 160 on our
financial position and results of operations.
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2. SHORT-TERM INVESTMENTS

Short-term investments are categorized as available-for-sale securities and are summarized as follows as of

December 31, 2007 and 2006, respectively (in thousands):

December 31, 2007
Gross Unrealized Gross Unrealized
Cost Gains Losses Market Value
Short-term investments:
U.S. and state governmental
AGENCIES .. v vt errren $ 5522 % 51 $ © $ 5,567
Corporatebonds . ............. 4,469 — — 4,469
Other ...................... __il?i()_ — — _EEQ
Total short-term investments ........ $14,641 51 $ (0 $14,686
December 31, 2006
Gross Unrealized Gross Unrealized
Cost Gains es Market Value
Short-term investments:
U.S. and state governmental
agencies .................. $19,876 7 5N $19.946
Corporatebonds ... ........... 496 — — 496
Other ............c00vuunnn. 2,000 — — 2,000
Total short-term investments .. ...... $22,372 $ 77 $ (D $22,442

As of December 31, 2007 and 2006, short-term investments have remaining maturities ranging from one to

twelve months.

3. INVENTORIES

Inventories are classified as follows (in thousands):

Rawmaterials ............................ ...
Work inprogress .. ....covviiiin i
Finishedgoods . ................ ... .. ... ....

Total inventories ........ .. .o iiiinann..
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2007 2006

..................... $ 38 $ 596
..................... 1,533 524
..................... 12,947 15,124
A $14,865 $16,244




4. PROPERTY AND EQUIPMENT

Property and equipment consist of the following (in thousands):

December 31,
20807 2006
System components, including vehicle trackingunits . ................... 316544 § 14,769
Equipment, software, furniture and fixtures and leasehold improvements . ... 28,346 20,495
Vehicles ... e 250 [,136
0] 7 45,140 36,400
Less: accumulated depreciation and amortization . ...................... (27.665) (21,212)
Total .. e 17,475 15,188
System comiponents not yetin Service .. ..., .. ..o s 5,958 6,383
Property and equipment—net ... ... ... ... . i e $ 23433 §21,571

Depreciation expense relating to property and equipment totaled $6,789,000, $6,047,000 and $5,339,000 for
the years ended December 31, 2007, 2006 and 2003, respectively.

System components not yet in service consist primarily of certain infrastructure equipment relating to the
operation of the LoJack System.

5. GOODWILL AND OTHER INTANGIBLES

All goodwill is associated with the Boomerang acquisition and is allocated entirely to the Boomerang
segment. The carrying amount of goodwill was $54,979,000 and $46,287,000 at December 31, 2007 and 2006,
respectively. The increase of $8,692,000 is entirely attributable to currency translation at December 31, 2007
versus the comparable date one year ago due to the strengthening of the Canadian dollar relative to the U.S.
dollar.

We acquired certain intangible assets in the Boomerang acquisition with finite useful lives. These intangible
assets include monitoring contractual relationships, completed technology and trade name and trademarks.
During the fourth quarter of 2008 the analog network used to track our Boomerang segment’s analog tracking
units will cease to operate due to a Canadian government mandate requiring all cellular telephone networks in
Canada be based on digital technology. This mandate will affect approximately 80,000 analog Boomerang units
currently in service. In 2008 Boomerang must replace these analog units by the effective date of the government
mandate. During the fourth quarter management noted that customer attrition increased significantly due to the
conversion from the analog to digital cellular technology. As a result of this increased attrition, management
determined that the transition will negatively impact Boomerang’s future cash flows associated with monitoring
contractual relationships. In the fourth quarter of 2007 we tested Boomerang's intangible assets for potential
impairment based on the expected discounted cash flows of the remaining monitoring contracts in effect as of the
acquisition date (Qctober 31, 2004} after giving effect to estimated increased attrition as well as cash flows
associated with acquired technology and trade name. The expected undiscounted cash flows were not sufficient
to recover the carrying value of the assets, and we estimated the fair value of the assets using a discounted cash
flow approach. As a result of the impairment analysis, the segment recognized an impairment charge of
$3,298,000. The impairment charge was composed of the impairments of the following intangible assets:
(iy $2,712,000 for monitoring contractual relationships; (iiy $350,000 for completed technology; and
(iii) $236,000 for tradename and trademark. We assigned a remaining useful life of 5 years to monitoring
contractual relationships and trade name and trademarks and one year 1o completed technology based on our
revised estimate of its use.
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Intangible assets in the consolidated balance sheets are detailed as follows (in thousands):

December 31, 2007 December 31, 2006
Gross Carrying Accumulated Amortization Gross Carrying Accumulated Amortization

Amount Amortization Period Amount Amortization Period

Monitoring contractual
relationships (1) . .......... $2,667 $ 88 5years  $6,699 $1,613 9 years
Completed technology (1) ..... 206 35 1 year 1,465 794 4 years
Trade name and trademark (1) . 190 6 5 years 670 161 9 years
Patents and other intangibles .. 192 4 5to 15 years 150 - n/a
Total ........c0inenin... $3,255 $133 5years  $8.984 $2,568 7 years

(1) Intangible asset balances as of December 31, 2007 reflect the impairment charge recorded as of October 31,
2007 and accumulated amortization reflects amortization expense since the date of impairment.

Excluding the impact of the impairment charge discussed above, for the years ended December 31, 2007,
2006 and 2005, amortization expense for intangible assets was $1,236,000, $1,244,000 and $1,201,000,
respectively.

Estimated amortization expense for the next five years and thereafter for our intangible assets as of
December 31, 2007 is as follows (in thousands):

203 P $ 761
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200 e e e e e e 491

ThErea T . . . e e 100
6. OTHER ASSETS

Other assets consist of the following (in thousands):

December 31,

2007 2006

Deferred costs related to deferred revenue arrangements ................... $ 8725 $ 7933
Investment in international licensees ... ... ... i e 5,831 3,995
Absolute Software Warranls . . ... .. .ttt e e 2,106 865
Deferred compensation plan assets .. ...........oiiiiiiiiaaa e 1,903 1,102
Investment In S . ... it e i i e e 1,832 2,813
Security deposits and deferred financing costs,net .............. ... ... 201 411

TOtal OUHET BSSELS « . o v v v ettt e e e e e et $20,598 $17.119

Deferred Costs Related to Deferred Revenue Arrangements

As discussed in our revenue recognition policy in Note 1, revenue relating to the sales of LoJack Early
Warning and certain warranty products are deferred and recognized over five years. The direct and incremental
cost of these revenues are comprised of the cost of the Early Warning device and paid up insurance premiums,
are also deferred and recognized over this period. The deferred cost should be presented as a long-term asset and
the deferred revenue separately presented in the consolidated balance sheet. In previously issued financial
statements, these deferred cost was reported as a reduction in the carrying value of the deferred revenue rather
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than reported separately as a long-term asset. In the accompanying balance sheet, we have corrected the
presentation of these deferred costs and reclassified the December 31, 2006 consolidated balance sheet. The
effect of correcting the 2006 consolidated balance sheet presentation was (i) to increase other long-term assets by
$7,933,000, (ii) to increase current deferred revenue and current liabilities by $2,447,000, and (iii) to increase
long-term deferred revenue by $5,486,000, resulting in an overall increase in total assets and liabilities of
$7,933,000. These changes did not impact previously reported operations or cash flows and are considered
immaterial to the overall presentation of the consolidated financial statements.

Investment in International Licensees

As of December 31, 2007, investments in international licensees of $5,831,000 included a 12.5% equity
interest in our Mexican licensee, totaling $1,541,000 and a 6.63% interest in our French licensee, totaling
$4,290,000.

The investment in our Mexican licensee, for which we do not exercise significant influence is accounted for
using the cost method of accounting and is carried at cost and adjusted only for other-than-temporary declines in
fair value, distributions of earnings and additional investments made. Management periodically reviews the
carrying value of this investment, based upon projections of anticipated cash flows, market conditions, legal
factors, operational performance, and valuations, when appropriate, we have concluded that there are no
impairments to the fair value of this investment. During 2007, 2006 and 2005, our Mexican licensee declared and
paid dividends of $71,000, $75,000 and $120,000, respectively, which we recorded in other income.

Our investment in our French licensee in the form of a marketable equity security is accounted for in
accordance with FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities, as
an available-for-sale security and is valued at the quoted closing price of its market exchange as of the reporting
date. As such, any unrealized gains or losses are included, net of tax, in accumulated other comprehensive
income in the statement of stockholders’ equity. The cost basis of this investment was $2,451,000 at
December 31, 2006. We have not recorded any realized gains or losses on this investment through December 31,
2007. If the quoted price of the investment in our French licensee were to drop below our recorded cost for an
extended period of time we would have to evaluate the investment for impairment. The following is a summary
of our investment in cur French licensee as of December 31, 2007 (in thousands).

December 31, 2007

Gross Unrealized Gross Unrealized
Cost Gains Losses Market Value

Investment in French licensee ........ $2,451 $1.839 b)) $4,290

We may be required to record an impairment charge in a future period if (1) the licensee would require
additional capital and is unable to raise sufficient capital to continue operations, (2) the licensee raises sufficient
capital, but at a lower stock price than currently valued and/or (3) the operations and future cash flows of the
licensee vary significantly from current projections, adversely affecting the viability of the business, or other
negative events were to occur,

We also hold less than a 10% equity interest in our licensees in Argentina and Hong Kong, to which we
have assigned no investment value in our financial statements.
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Below is the related party revenue associated with, and the recetvables outstanding from, our Mexican and
French licensees (in thousands):

Mexican French
Licensee Licensee

Revenue for the year ended:

December 31, 2007 ... ot $3.,573  $3,946

December 31,2006 . .. ..o $3,368  $2,209

December 31, 2005 . ..o $4,832 $1,774
Accounts receivable at:

December 31,2007 ............ e $ 777 %1414

December 31, 2000 . . oo e $ 60 % 495

Absolute Saftware Warrants

In June 2005 we entered into a ten year trademark license agreement with Absolute Software, Inc., or
Absalute, a Vancouver, British Columbia, Canada based computer theft recovery company to brand its consumer
offering “LoJack for Laptops”. In addition to an annual per unit royalty, Absolute issued to us 500,000 warrants to
purchase Absolute’s common stock with vesting on a pro rata basis over a five year period commencing on July 1,
2006. In accordance with EITF Issue No. 00-8, Accounting by a Grantee for an Equity Instrument to be Received in
Conjunction with Providing Goods or Services, the Company has concluded that a measurement date is not
achieved until the warrants become vested and exercisable. Prior to reaching a measurement date, the fair value of
unvested warrants is calculated utilizing a Black-Scholes option pricing model and the earned and unearned revenue
is adjusted to fair value. Once a measurement date has been reached, the fair value of vested warrants is measured
and the revenue related to the vested warrants becomes fixed with revenue recognized over the remaining term of
the licensing agreement. Subsequent to reaching a measurement date, the vested warrants are accounted for as
derivatives under SFAS 133, which requires that the warrants be recorded at fair value at each reporting date with
any changes in fair value being recorded in the income statement, We classify the gains on investments in other
income. During the years ended December 31 2007 and 2006, we recognized $2,342,000 and $301,000 in revenue
and $575,000 and $398,000 in other income, respectively related to the Absolute warrants.

At December 31, 2007 there were 300,000 unvested Absolute Warrants outstanding. The fair value of the
unvested Absolute Software warrants at December 31, 2007 is $8,426,000, which is not recognized in the
balance sheet until earned. Deferred revenue, reflecting the value of the vested warrants at the vested dates,
totaling $1,609,000 at December 31, 2007 will be recognized over the remaining life of the license agreement.
The earned portion of the unvested warrants totaling $2,106,000 at December 31, 2007 is reported as a long-term
asset. On December 14, 2007 the shareholders of Absolute Software approved a two-for-one stock split effective
as of the close of business on January 4, 2008,

Investment in SCI

In October 2006, we entered into a stock purchase agreement with SCI, a Bothell, Washington based
company providing solutions for cargo stock theft prevention, investigation, tracking and recovery, Under the
agreement, we invested $3,000,000 of cash to be used for investment in the cargo and tracking recovery business,
In return, we received a 40% minority ownership in SCI and representation on its Board of Directors. SCI will
leverage its existing experienced sales force to sell the recently branded “LoJack inTransit” service. In addition,
we received warranis to purchase 3,600,000 shares of SCI Class A common stock over an eight year period with
exercise prices of between $1.00 and $1.92 per share. We have allocated $109,000 of our investment in SCI to
these warrants. Because of explicit net settlement provisions, the warrants must be accounted for as a derivative
at fair value. In December 2007, LoJack, along with current investors in SCI, participated in a bridge financing of
SCI. The partcipants have agreed to fund up to $500,000. The first tranche consisted of $100,000 of which
LoJack advanced $72,000.




We have applied the provisions of FIN No. 46(R), Conselidation of Variable Interest Entities, in evaluating
our investment in SCI. The Company has concluded that it is not deemed to be the primary beneficiary of the
variable interest entity and has applied the provisions of Accounting Research Bulletin No. 51, Consolidated
Financial Statements and APB Opinion No. 18, The Equity Method of Accounting for Investments in Common
Stock, in accounting for our investment in SCI. We account for our investment in SCI using the equity method
and recognize our pro rata share of SCI's operating results in our consolidated statement of income. For the years
ended December 31, 2007 and 2006, we recognized $980,000 and $187,000, respectively of SCI's losses as an
equity loss in affiliate. The carrying values of the investment and warrants will be periodically reviewed for
potential indications of other-than temporary impairment. Based upon projections of anticipated future cash
flows, market conditions, legal factors, market potential and operational performance, we make determinations
whether there is any impairment to the fair valve of this investment that should be viewed as other-than-
temporary. At December 31, 2007 management has concluded that no other-than temporary impairment exists.

7. DEBT
Our debt consisted of the following as of December 31, 2007 and 2006 (in thousands):

December 31,
2007 2006
Current maturities of long-termdebt .. . ......... . ... . e $ —  $5273
Borrowings under line-of-credit facility .............. ... ... .. ... — 4,286
Total current portion of long-termdebt ... ... ... ... .. $§ —  $9559
Long-term debt
Canadian dollar denominated term loan, less current portion . .. .. ........ $26477 $9,.242

On July 20, 2007, we entered into a five year multicurrency revolving credit and term loan agreement with
Citizens Bank of Massachusetts, as Lender, Administrative Agent, Lead Arranger and Issuing Bank, Royal Bank of
Canada, as the Canadian Lender, and the lending institutions party thereto, or the New Credit Agreement. The New
Credit Agreement provides for (i) a multicurrency revolving credit facility in the maximum amount of
USD $50,000,000 (or its equivalent in alternate currencies) for LoJack; (ii) a CAD $5,000,000 revolving credit
facility; and (iii) a CAD $26,000,000 term loan facility. We have the right to increase the aggregate amount
available to be borrowed under the USD $50,000,000 multicurrency facility up to USD $75,000,000, subject to
certain conditions.

In connection with the establishment of the New Credit Agreement, the Company terminated its
multicurrency credit agreement and also terminated its demand facility.

The outstanding borrowings under the New Credit Agreement totaled CAD$26,000,000 (U.S. dollar
equivalent of $26,477,000) as of December 31, 2007. The interest rate on borrowings under the New Credit
Agreement varies depending on our choice of interest rate and currency options, plus an applicable margin. The
interest rate in effect as of December 31, 2007 was 5.10%. The ouistanding principal balance under the New
Credit Agreement is payable in full at maturity, which is July 2012. Interest on the loan is payable every 30, 60
or 90 days depending upon the maturity of the interest rate selected. As of December 31, 2007, we also had two
irrevocable letters of credit in the aggregate amount of $1,111,000 outstanding. These letters of credit reduce the
amount available to borrow under this credit agreement.

The New Credit Agreement contains limitations on capital expenditures, repurchases of common stock certain
investments, acquisitions and/or mergers; and prohibits disposition of assets other than in the normal course of
business. Additionally, we are required to maintain certain financial performance measures including minimum
leverage and EBITDA ratios, minimum net worth levels and maximum capital expenditures. The payment of
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dividends is permitted but is limited only to the extent such payments affect our ability to meet certain financial
performance measures. Failure to maintain compliance with covenants could impair the availability of the facility.
As of December 31, 2007, we were in compliance with all covenants under the New Credit Agreement.

8. STOCKHOLDERS’ EQUITY AND STOCK COMPENSATION

Preferred Stock—As of December 31, 2007, we had 10,000,000 authorized shares of $.01 par value
preferred stock of which 350,000 shares have been designated as Series B Junior Participating Preferred Stock,
par value $.01 per share, or the Series B Preferred Stock. The Series B Preferred Stock is reserved for issuance
pursuant to Series B Preferred Share Purchase Rights (each a Right) attached to the common stock. The
description and terms of the Rights are set forth in a Rights Agreement between the Company and American
Stock Transfer and Trust Company. There were no shares of Series B Preferred Stock outstanding at
December 31, 2007 or 2006.

Common Stock—As of December 31, 2007, we had 35,000,000 authorized shares of $.01 par value
common stock and had reserved 1,551,439 shares for the future issuance and exercise of stock options.

Incentive Plan—In May 2003, our shareholders approved the 2003 Stock Incentive Plan, or the Incentive
Plan, which provides for the issuance of stock options and the granting of restricted stock to our executive officers,
officers and other key employees. A total of 1,471,787 shares of common stock were authorized for issuance under
the Incentive Plan, consisting of 1,000,000 new shares and 471,787 shares allocated from our Restated and
Amended Stock Incentive Plan which we terminated in May 2003. All shares issued under the incentive plan are
registered shares newly issued by the Company. The incentive stock options are granted at exercise prices equal to
the fair market value of the Company’s common stock on the date of grant as defined in the Incentive Plan as the
fair market value as of the close of business on the trading day immediately preceding the date of grant. Options
generally become exercisable over periods of two to five years and expire over periods of seven to ten years from
the date of the grant. At December 31, 2007, there were 1,384,188 options and 283,667 shares of unvested stock
outstanding under both plans and 167,251 shares were available for future grant under the Incentive Plan.
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The following table presents activity of all stock options for the year ended December 31, 2007:

Weighted
Average Aggregate
Weighted Remaining Intrinsic
Number of  Average Contractual Term Value
Options Price (in years) {in thousands)
Qutstanding at January 1,2005 .................... 3,880,380 § 8.22
Granted ... ... e 297,525 14.28
Exercised ... ...uuiiiiii i (1,595,574) 9.44
Cancelledorforfeited . ........... ... .. ....... M) 8.60
Qutstanding at December 31,2005 ................. 2462491 $ 8.20
Granted . ... o e e 134,250 19.64
Exercised ... .ovt i e (705,400) 7.54
Cancelledor forfeited .. ...................... (27,460) 9.53
Outstanding at December 31,2006 ................. 1,863,881 $ 9.18
Granted . ... e e 161,675 19.88
Exercised ........cciiiiieae i (611,938) 8.00
Cancelledor forfeited ........... ... ... ... .... (29,4300  13.72
Qutstanding at December 31,2007 ... ....... ... .. 1,384,188 $10.86 5 $9,138
Vested and expected to vest at December 31, 2007 ... .. 1,371,183  %10.79 5 $9,129
Exercisable at December 31,2007 .. ... ... ... ...... 975,599 § 8.53 4 $8.205

The aggregate intrinsic values in the preceding table represent the total intrinsic values based on our closing
stock price of $16.81 as of December 31, 2007 which would have been received by the option holders had all
in-the-money options been exercised as of that date.

The total intrinsic values of options exercised for the years ended December 31, 2007, 2006 and 2005 were
$7,203,000, $9,693.000 and $16,587,000, respectively. Cash proceeds from the exercise of stock options were
$4.898,000, $5,272,000 and $14,943,000 for the years ended December 31, 2007, 2006 and 2005, respectively.
Income tax benefits realized from the exercise of stock options for the years ended December 31, 2007, 2006 and
2005 were $2,836,000, $3,648,000 and $6,268,000, respectively. The income tax benefit in excess of previously
recognized stock compensation expense is recognized in additional paid-in-capital.

The following table sets forth information regarding options outstanding at December 31, 2007:

Weighted
Average
Weighted Weighted Exercise
Average Average Number Price for
Number of Range of Exercise Exercise Remaining Currently Currently
Options Prices Price Life {Years) Exercisable Exercisable
438,058 $ 495-% 590 $ 5.36 4 409,399 $ 536
364,460 $ 7.13-511.90 8.03 4 327,610 7.97
_ 581,670 $13.00-$23.98 16.78 6 238,590 14.71
$10.86 5 975,599 $ 8.53

1,384,188

At December 31, 2006 and 2005, there were 1,380,819 and 1,607,080 options exercisable at weighted
average prices of $8.09 and $8.20, respectively.

Unvested Stock—Unvested stock represents shares of common stock that are subject to the risk of forfeiture
until the fulfillment of specified conditions. Our unvested stock awards generally cliff vest either on the second
or third anniversary date of the grant.




For grants which vest based on certain specified performance criteria, the grant date fair value of the shares
is recognized over the requisite period of performance once achievement of criteria is deemed probable. For
grants that vest through only the passage of time, the grant date fair value of the award is recognized over the
vesting period. The fair value of unvested stock awards is determined based on the number of shares granted and
the market value of our shares on the grant date. For the years ended December 31, 2007, 2006 and 2005,
$2,477,000, $1,987,000 and $467,000 of compensation expense, respectively, has been recorded in operating
expenses. As of December 31, 2007 there was $2,319,000 of unrecognized compensation cost related to unvested
stock-based compensation arrangements granted under our stock plans which is expected to be recognized as
compensation expense int the amounts of $1,610,000, $654,000, and $55,000 for the years ended December 31,
2008, 2009 and 2010, respectively.

The following table presents activity of all unvested stock for the year ended December 31, 2007:

Weighted
Number of Average
Options Grant Date Fair Value

Unvested at January 1,2005 ... ... ... ... ... . ... ... ... 62,750 $ 822
Granted . ... ... . 90,668 14.41
Forfeited . ..... ... 0t i e (10,350) 10.89
Unvested at December 31,2005 .. ..., . ... ... . ..., 143,068 $11.90
Granted . ... ... e 152,895 20.50
Vst ..o e e e (66,322) 13.19
Forfeited ... ... ... ... i (3,984) 12.31
Unvested at December 31,2006 . .. ... .. ... . o i, 225,657 $17.34
Granted . ... ... .. 142,972 20.08
L (77,062) 17.35
Forfeited . ... ... . i e (7.900) 16.50
Unvested at December 38,2007 ... ... ... .. 283,667 $18.80

As of December 31, 2007 there are 68,300 unvested shares that include performance conditions.

Impact of Adopting SFAS 123(R)—Effective January 1, 2006, the Company began to record compensation
expense related to stock options and shares purchased through our Employee Stock Purchase Plan, or ESPP, in
accordance with SFAS 123(R). The incremental compensation expense related to employee stock options and our
ESPP for the years ended December 31, 2007 and 2006 were $1,353,000 and $1,487,000, respectively.

The following table presents the total amount of stock-based compensation expense in accordance with
SFAS No. 123(R) included in our consolidated statement of income for the years ended December 31, 2007 and
2006 (in thousands, except per share data):

Year Ended Year Ended
December 31, Drecember 31,

2007 2006
Costofgoodssold ........ ..o i i i i i 5 132 5 261
Producidevelopment ... .. . 325 296
Salesand marketing ........... . i e 679 679
General and administrative .. ... . e 2,694 3,011
Stock-based compensationexpense ... ... ... i i, 3,830 4,247
Income tax benefits ... ... ... it e e e (1,212) (1,319)
Total stock-based compensation expense, net . ...........ovuviivnnn.-- $ 2618 £2,928
Cash flows from operating activities, net .. ... ...... ..o iiann $ 1,602 $ 1,046
Cash flows from financing activities, net . . ..., ...t .- $1,235 $ 2,602
Basiceamnings pershare .. ... ... . $ 0.14 5 016
Diluted earnings per Share - . ... ...t e e s $ 014 $ 015




Included in stock-based compensation expense for the year ended December 31, 2006 are costs of
$1,017,000 and $151,000 in general and administrative and cost of goods sold, respectively, relating to
acceleration of vesting under stock option agreements arising from severance and retirement arrangements for
three former employees of the Company, one of whom was our former Chairman and Chief Executive Officer.

Stock-based compensation expense recognized for all equity-based awards is net of estimated forfeitures.
There was $2,267,000 million of total unrecognized compensation expense related to stock options outstanding at
December 31, 2007, The cost is expected 1o be recognized over a weighted average period of 2 years.

The following table illustrates the effect on net income and earnings per share for the year ended
December 31, 2005 as if we had applied the fair value recognition provisions of SFAS No. 123 to stock-based
employee awards (in thousands, except per share data).

Year Ended
December 31, 2005
Net income, a8 TEPOMEd . . .. oo vttt ettt iiirn st ia e e $18,439
Add: Stock-based employee compensation expense included in reported net income, net of
related income tax benefit .. ... ... . e 284
Less: Stock-based compensation expense determined under fair value method for all stock
options, net of related income tax benefit ... ... ... (1,798)
Pro forma netincome . ... ... . .t e e $16,925

Earnings per share:

Basic, as reported .. ... ... e 5 1.03
Basic, pro fOorma . ... ..o e 3 094
Diluted, as reported ... ... .. i e e e e $ 096
Diluted, Pro fOrMa . ... e e e i e $ 0.89

The fair value of options at date of grant is estimated using the Black-Scholes option pricing model. The fair
value is then amortized on a straight-line basis over the requisite service periods of the awards, which is
generally the vesting period. Use of an option pricing model requires management to make certain assumptions
with respect to selected model inputs. Expected stock price volatility was calculated based on the historical
volatility of our common stock over the expected life of the option. The average expected life was based on the
contractual term of the option and expected employee exercise behavior. The risk-free interest rate is based on
U.S. Treasury zero-coupon issues with a remaining term equal to the expected life assumed at the date of grant.
Forfeitures are estimated based on voluntary termination behavior, as well as an analysis of an actual option.

The weighted-average assumptions used in the Black-Scholes option pricing model for the years ended
December 31, 2007, 2006 and 2003, respectively were as follows:

December 31,
2007 2006 2005
Range of risk-free interestrates . ...............co0vveennns 471%  4.58%-4.85% 3.87%-4.25%
Expected life (inyears) . ........ .. oo 5 5 6
Expected volatility ....... .. i 45% 46% 38%
Dividendyield ............. oo 0% 0% 0%
Weighted average fair value atdate of grant ................. $9.16 $8.98 $6.27

Employee Stock Purchase Plan—In May 2002, our stockholders authorized 250,000 shares of common
stock to be available for our ESPP, In May 2004, our stockholders voted to increase the shares available under
the ESPP to 1,000,000 shares. The ESPP is open to all employees in the United States who have at least six
months of service and allows eligible employees to purchase our stock at the lower of 85% of the fair market
value of the shares on the offering date or the purchase date, which is six months after commencement of the
offering date. For the years ended December 31, 2007, 2006 and 2005, 96,785, 87,715 and 108,804 shares,
respectively, were issued under the plan.
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The weighted-average ESPP assumptions used in the Black-Scholes option pricing model for the years
ended December 31, 2007, 2006 and 2005 respectively were as follows:

December 31,
2007 2006 2005
Range of risk-free interestrates . . ....................... 3.35%-5.00% 5.00%-5.16% 3.09%-3.09%
Expected life (inmonths) . ... . ... ... ... . oL 6 6 6
Expected volatility ........... .. oo 28.91% 31.69% 43%
Dividendyield .......... ... ..o 0% 0% 0%
Weighted average fair value atdateof grant .. ............. $3.87 $3.93 $3.36

Stock Repurchase Plans—On February 28, 2006, our Board of Directors authorized a new stock repurchase
plan, or the 2006 Repurchase Plan, The 2006 Repurchase Plan authorized us to purchase up to 2,000,000 shares
of our outstanding common stock on or before February 25, 2008, From the date of the adoption of the 2006
Repurchase Plan through December 18, 2006 the Company repurchased 1,244,566 shares. On December 19,
2006 the Board of Directors increased the remaining authorization to 2,000,000 shares. For the years ended
December 31, 2007 and 2006 we repurchased 1,104,819 and 1,293,866 shares of common stock at an average
price per share of $18.85 and $19.65, respectively.

On February 15, 2008 our Board of Directors approved an increase of 1,000,000 shares to our repurchase
program for a 10b-5-1 Plan and additionally renewed the remaining management discretion authority to
repurchase 2,000,000 shares, for a total repurchase authorization of 3,000,000 shares.

9. INCOME TAXES

The components of income before taxes are as follows (in thousands):

Year Ended December 31,

2007 2006 2005
United Shates L e $24,450 $14476 $24,537
ST < 1 8,296 10,059 2,983

$32,746 $24,535 $27,520

The provision (benefit) for income taxes consists of the following (in thousands):

Year Ended December 31,
2007 2006 2005

Current:

Federal ...ttt e e e $10,651 $ 8,641 $5403

0} 7O 1,801 1,131 370

L0 13T 1 AP 2,978 3441 1,656
5 0 | A P 15430 13,213 7429
Deferred

Federal . ...t e (2,245) (4,534) 2254

State ...... P (346) (220) 91

Foreign ... ... e S T {1,498) 431y (693)
Total .............. P (4,089) (5,185 1,652
ProviSiONn fOr INCOME LaXES . . ..ottt et e e e et er e $11,341 §$ 8,028 $9,081
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The difference between our effective income tax rate and the United States statutory rate is reconciled

below:

Year Ended December 31,

2007 2006 2005
U.S. SLAULOLY FAE .. v\ v e et et e et e e e e e e e e a e e e 35% 35%  35%
State taxes, net of federal benefit ......... ... it e 2 2 4
Release of tax COMINGENCY . ...ttt ittt is s e —_ (4) 3
Foreign rate differential .. ... oo %)) ® (2)
Unbenefited foreign Josses ...... ... it 5 6 —
L4173 TR 1 1< A AR S e __2_ 2 _(1_)
Effective iNCOME TAX TAIE . . ..o\ttt irrr e aae ettt aa s amaar e, . 35% 33% 33%

The tax effects of the items comprising our net deferred tax asset as of December 31, 2007 and 2006 are as

follows (in thousands);

December 31,
2007 2006

Deferred tax assets:

Accruals not currently deductible ... ... i $ 5,529 3 4,460

Revenue recognized for tax purposes .. ....... . oo 9910 8,682

Net operating loss carryforwards .. ... 2,873 1,591
Total gross deferred tax ASSetS .. ... oottt t i 18,312 14,733
Valuation alloWanCe ... ... ..ottt R IRRRREE: (2,744) (1,430}
Net deferred taX ASSELS . . o v v v vt et e r et et et e e e e 15,568 13,303
Deferred tax liabilities:

Depreciable @SSBIS . . ... v .ttt e e e (784) (1,065)

B T e ¢~ LA P (56) 45)

Intangible 85618 . . ... ... (868)  (1,969)

DEferTed FEVEIIUE . .\ o vttt ettt e et eaan st aecananeens — 20

Absolute SOftWAIE WaITANLS . . . ..ottt et e e aare o e iaa it aaaar s (194) (265)

FAS 115 -Investments in equity SECUTItiES .. ... ... ..coiiiiiariiaaiinn. (716) —

0174 =7 oGSO — (25)
Total deferred tax lability ..... ... (2,618) (3,389)

et deferTed LAX ASSEES . . v v v et e e e e e e e e e e e et e tn s ta e na e $12,950 § 9,914

As of December 31, 2007, we have aggregate state net operating loss carryforwards of approximately
$2,342,000 which will expire at various dates through 2025.

At December 31, 2007 we had foreign net operating loss carryforwards of approximately $8,958,000
primarily related to our operations in Italy, all of which have an indefinite life. Also at December 31, 2007 we
had a $1,300,000 net operating loss carryback related to our Canadian subsidiary. We have a valuation allowance
for deferred tax assets related to the net operating losses carryforwards at December 31, 2007 of $2,744,000,
which is an increase of $1,314,000 from $1,430,000 at December 31, 2006. The valuation allowance has been
established against certain international losses because we determined that it is more likely than not that these
benefits will not be realized because of the lack of historical earnings in the foreign countries. If sufficient
evidence of our ability to generate future taxable income in those countries becomes apparent, we may reduce
our valuation allowance, which would result in income tax benefits in our consolidated statement of income.
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We do not provide for federal income taxes on undistributed earnings of our foreign operations that are
intended to be invested indefinitely outside the United States. If repatriated, additional taxes of approximately
$2.,854,000 on these earnings waould be due, based on the current tax rates in effect,

Uncertain Tax Positions

Effective January 1, 2007, we adopted FASB Interpretation 48, Accounting for Uncertainty in Income
Taxes, or FIN 48. FIN 48 is an interpretation of FASE Statement 109, Accounting for Income Taxes. FIN 48
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods and
requires expanded disclosure with respect to uncertainty in income taxes. The cumulative effect of adopting FIN
48 on January 1, 2007 resulted in a reduction in retained earnings of $1,879,000, an increase in deferred tax
assets of $395,000 and an increase in income taxes payable of $2,265,000 related to uncertain tax benefits, which
reflects the change in the recognition or measurement criteria under FIN 48.

During 2007, the total amount of unrecognized tax benefits was as follows (in thousands);

Balance at January 1, 2007 .. ... i i e $2,265
Settlement with tax authorities . . ... ... . . i i i e (214)
Lapse of statute of limitations . ......... ... ... ... i i, (88)
Other changes in unrecognized tax benefits and related remeasurements .. ... . ... 3
Balance at December 31,2007 .. ... ... i e e s $1,966

As of January 1, 2007, we had unrecognized tax benefits totaling approximately $2,265,000. We intend to
pay $502,000 with the filing of amended tax returns in 2008 and do not expect any other material changes in the
next twelve months, To the extent the remaining unrecognized benefits are ultimately recognized, we estimate
that approximately $1,400,000 will impact our effective tax rate.

Our accounting policy is to recognize interest and penalties related to income tax matters within income tax
expense. As of the adoption date, we had $248,000 and $308,000 accrued for potential penalties and interest,
respectively. We also accrued potential penalties and interest of $151,000 and $169,000, respectively, related to
these unrecognized tax benefits during 2007, and in total, as of December 31, 2007, we have recorded a liability
for potential penalties and interest of $400,000 and $325,000, respectively.

We are subject to U.S. federal income tax as well as income tax in multiple state and foreign jurisdictions.
‘We have concluded all U.S. federal income tax matters for tax years through 2004, In addition, substantially alt
material state, local, and foreign income tax matters have been concluded for tax years through 2002.

10. COMMITMENTS AND CONTINGENT LIABILITIES

Lease Commitments—We lease various facilities, equipment and vehicles under operating leases whose
terms expire from 2008 to 2013. Centain facility leases contain renewal options ranging from two to five years.
Certain of our facility leases contain escalation clauses; we record the total expense of the lease on a straight-line
basis over the estimated term of lease.

Minimum annual lease payments under operating leases as of December 31, 2007 are as follows {(in
thousands):

2008 e $ 5228
2000 L e 49014
2000 e e e e 4,373
200l e e 3,953
202 e e 4,782
B 3155 (=% =2 —

17 [ I $23.250




Rental expense under operating leases aggregated approximately $5,150,000, $5,962,000 and $5,056,000 for
the years ended December 31, 2007, 2006 and 2005, respectively.

Purchase Commitments and Milestone Payments—In the fourth quarter of 2006, we placed purchase
orders to fulfill our estimated calendar year 2007 production requirements. As of December 31, 2007 the
remaining outstanding commitments on these purchase orders include non-cancelable commitments of
approximately $2,632,000. We are also committed to our suppliers for certain system components of $53,000.

Contingencies— From time to time, we are engaged in certain legal matters arising in the ordinary course
of business. In our opinion, we have adequate legal defenses or insurance coverage with respect to these actions
and believe that the ultimate outcomes will not have a material adverse effect on our financial position.

In April, 2003 we brought suit against Clare, Inc., or Clare, a wholly owned subsidiary of IXYS Corporation
(NASDAQ: SYXD), claiming that Clare had breached a contract with us and asserting additional claims. On
Febroary 8, 2006 a jury in the Superior Court of Norfolk County, Massachusetts, or the Court, returned a
favorable verdict in our suit against Clare and awarded us damages in the amount of $36,700,000. On May 30,
2006 the Court entered judgment for damages awarded by the jury in the amount of $36,700,000, pre-judgment
interest at the rate of 12% per annum of $6,941,984, legal fees of $679,332 and costs of $28,861, for a total
judgment of $44,350,177. On July 25, 2006 a Justice of the Court ordered that the jury verdict in favor of LoJack
be reduced to approximately $6,800,000, inclusive of pre-judgment interest and previously awarded attorneys
fees and costs. Each party appealed and on July 23, 2007, the Massachusetts Appeals Court ordered that the
judgment of approximately $6,800,000 be vacated and that a new judgment be entered in our favor in the amount
of $805,000 plus statutory interest, for a total of approximately $1,224,000. The Massachusetts Supreme Judicial
Court denied the Company’s request for further appellate review and the Company received $1,224,000 from
Clare. This litigation is now concluded and Clare’s payment is included in the Company’s financial statements
for the year ended December 31, 2007 as a reduction to product development expenses of $805,000 and an
increase to interest income of $419,000.

On April 5, 2006, a suit was filed against us in the United States District Court for the Central District of
California by an employee alleging violations of the Fair Labor Standards Act, the California Labor Code and the
California Business & Professions Code, and seeking class action status. The plaintiff contends that we
improperly credited break time and overtime pay and seeks unspecified monetary and injunctive relief. In
September 2007, the United States District Court for the Central District of California dismissed the plaintiff’s
federal law claims which represented the largest part of the Company’s potential exposure. In November 2007,
the plaintiff filed state law claims in California State Court. In January 2008, we removed the state law claims to
the United States District Court for the Central District of California. The plaintiff has filed a motion to remand
back to California State Court. As of December 31, 2007, management does not believe a loss is probable nor is
an estimate of any loss determinable as the proposed class has not been certified.

On November 21, 2007, we instituted an arbitration proceeding seeking to enforce our post-termination
rights and the post- termination obligations of our former China licensee. We terminated the license agrecment
on November 12, 2007 based upon the licensee’s default and failure to perform its obligations under the license
agreement. Under the license agreement, exclusive jurisdiction for the resolution of controversies under or
relating to the license agreement is arbitration in Boston, Massachusetts, under the rules of the American
Arbitration Association. At this early stage it is impossible to predict the outcome of this arbitration proceeding.

Certain Concentrations—We have contract manufacturing arrangements for the LoJack Unit and other

LoJack System components sold through the domestic and international segments. We believe that several
companies have the capability to manufacture LoJack Units.

73




11. EMPLOYEE BENEFIT PLANS

We have a defined contribution plan under Section 40l(k) of the Internal Revenue Code to provide
retirement benefits covering substantially all full-time domestic employees. Under the provisions of the plan,
employees are eligible to contribute a portion of their compensation within certain limitations as established by
the plan and the Internal Revenue Code. Annually, we match a percentage of employee contributions on a
discretionary basis as determined by the Board of Directors. Our Board of Directors elected to match 50% of
employee contributions (100% of employee contributions for those individuals with more than five years of
service) up to a maximum of 6% of the participants’ compensation, for the years ended December 31, 2007, 2006
and 2003, subject to certain limitations. Company contributions become fully vested after five years of
continuous service. Company contributions related to the plan were approximately $1,285,000, $1,145,000, and
$1,111,000 for the years ended December 31, 2007, 2006 and 2005, respectively.

In December 2004, we established a nonqualified deferred compensation plan for the benefit of our key
employees. The plan allows for eligible employees to defer a percentage of their total cash compensation. We
will match 50% of employee contributions (100% of employee contributions for those individuals with more
than five years of service) up to a maximum of 6% of their total cash compensation. Company contributions
become 100% vested three years after contribution. We may also make discretionary contributions to the
deferred compensation plan in a form and manner we determine. Employee deferrals and Company contributions
began in the first quarter of 2005. During 2007, 2006 and 2005, we contributed approximately $207,000,
$199,000 and $175,000, respectively to the plan.

12. BUSINESS SEGMENT AND GEOGRAPHIC INFORMATION

We have three separately managed and reported business segments: domestic, international and Boomerang.
The accounting policies of our segments are consistent with those policies described in-Note 1.

Our domestic segment sells products that operate in all or a portion of 26 states and the District of
Columbia, in the United States.

Our international segment sells products, licenses or owns and operates LoJack proprietary vehicle recovery
technology in 31 countries and territories thronghout Europe, Asia, Africa and Latin and South America.

In October 2004, we acquired Boomerang, a provider of stolen vehicle recovery in Canada. We consider
Boomerang as its own operating segment.

The following table presents information about our operating segments for the years ended December 31,
2007, 2006 and 2005 (in thousands). Certain general overhead costs have been allocated to the domestic and
international segments based on methods considered to be reasonable by our management. Income taxes have
been allocated to the domestic and international segments using our effective tax rate.

Domestic  International Boomerang

Segment Segment Segment Consolidated

Year ended December 31, 2007

REYENUE ..ttt e e $148.520  $53,745 $20,484  $222,749
Depreciation and amortization ......................... 5,286 270 2,314 7,870
Loss on impairment of intangible assets ................. 3,298 3,298
Interest INCOIME . . ... ... e, 1,289 1,542 35 2,866
Interest eXpense ...........cceitireeiiieeenn, 1,249 1,249
Income tax expense /(benefit) ......................... 9,905 3,558 (2,122) 11,341
Segmentnetincome (0Ss) ..... ..o viiiin i 10,984 14,567 (4,146) 21,405
Capital expenditures .. ...............oveiiiiiiia... 6,124 770 1,198 8,092
Segment assers .. ... ... e 134,776 45814 65,221 245,811

Deferredrevenue ..........oi . 48,504 2,516 11,865 62,885




Domestic  Enternational Boomerang

Segment Segment Segment  Consolidated

Year ended December 31, 2006

REVENUE .\ttt temainree e eiiiaaan s $146,953  $46416  $19919  $213,288
Depreciation and amortization ............. ... .coo.oiai, 4,729 199 2,406 7,334
INterest iNCOME . ... v it e e it i e 628 692 44 1,364
Interest eXpense . ........ ... i 20 17 1,078 1,115
Income tax expense /(benefit) ................ ... ..... 2,697 5,403 (72} 8,028
Segment netincome /(Joss) ... it 9,982 6,716 (9 16,507
Capital expenditures . ..o 7,365 1,066 1,119 9,550
Segment assels . .........cooiiiiiiarrrriiiiiias 123,181 29,291 57,481 209,953
Deferred FeVENUE . ..ot v i st ettt sen e eanaaas 44132 1,300 11,316 56,748
Year ended December 31, 2005

REVEnUE ...\ttt $130,182 341,053 $19,491  $190,726
Depreciation and amortization . ........... ... ... . 4,335 13 2,234 6,582
INIEreSt iNCOME . ..ottt e it en s 338 369 105 812
INEETeSt EXPENSE . oo vv ittt eiinae et iinnn e eeaas 43 43 870 956
Income tax expense / (benefit) ......... ... 5.045 4,301 (263) 9,081
Segment netinCcome ........... ... i 9,354 8,233 852 18,439
Capital expenditures ........... ... it 6,600 229 993 7.822
Segmentassels . . ... .. 113,900 25,240 58,597 197,737
Deferred revVENUE ... ..ottt iiiniinaarnaaaaaas 36,585 1,556 12,622 50,763

The following table presents information about our geographic revenue, based on the location of our
customers, for the years ended December 31, 2007, 2006 and 2005 (in thousands):

Year Ended December 31,
2007 2006 2005
United StAIES . . oottt e e e $148,519 $146,953 §$130,182
Africa, primarily South Africa ............ ... . 11,460 10,470 9,158
Latin American and Caribbean COUNIIES . ... .. u vttt e cee e e 34,177 31,288 28,065
[0 1T Y+ : PP 20,484 19,919 19,491
Europe and ASia . ... oo e 8,109 4,658 3,830
TOtal .« oot ettt et e e e e e e e $222.749 $213,288 $190,726

We carry a variety of long-lived assets on our consolidated balance sheet including property and equipment,
identifiable intangible assets and goodwill. The following table presents information about our long-lived assets
as of December 31, 2007 and 2006 {in thousands):

December 31,
2007 2006
(O )Y« 2 N R $60,719 354916
UNted SIS .\ v v v et e e e ettt et a e r e e 18,969 18,162
Taly and Other ... ...ttt i e 3,059 1,196
3 Y A $82,747 §74,274

13. UNAUDITED QUARTERLY RESULTS

During the fourth quarter of 2007, we determined that there was an error in certain assumptions supporting
the initial calculation of uncertain tax positions recorded upon adoption of FIN 48 effective January I,
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2007. The correction of the error resulted in the increase to the initial charge to beginning retained earnings from
$917.,000 to $1,879,000. The Company’s initial assumptions did not consider the company’s tax position relative
to properly valuing certain intercompany transactions. The Company determined that this correction of the initial
FIN 48 adoption did not have a material effect on the previously reported condensed consolidated financial
statements for the quarterly periods ending March 31, 2007, June 30, 2007 and September 30, 2007 and as such,
does not intend to amend those filings with the SEC with respect to this matter,

Our unaudited quarterly results are summarized below (in thousands, except per share data):

First Second Third Fourth
Quarter Quarter Quarter Quarter

Year Ended December 31, 2007

Revenue .. ... e $54,098 $58223 $55,103 $55,325
Gross profit ... .. . . e 29,675 33,735 31403 29311
Netincome ... .. .. i i i e 6,119 6,713 6,250 2,323(1)
Basicearnings pershare .......... ... .. it $ 033 § 036 § 034 § 0.13
Diluted earnings pershare ... i, $ 032 § 035 $§ 033 § 0.12

First Second Third Fourth
Quarter Quarter Quarter Quarter

Year Ended December 31, 2006

Revenue ... ... e $50,702 $56,660 354,866 $51,000
Grossprofit . ... . e 25936 30,925 29,664 26,830
NelinCOME ... i e e i e 2,936 5,514 5,200 2,857
Basic earnings pershare ........ ... ... i $ 016 $ 030 $ 029 § Q.16
Diluted earnings pershare .. ......... ... ... . ... . ..., $ 015 % 029 § 028 § 0.5

(1) In the fourth quarter of 2007, we recognized a pre-tax impairment charge of $ $3,298,000, or $2,242,000,
net of tax.

ITEM 9—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A—CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

The Company conducted an evaluation under the supervision of the Chief Executive Officer, Chief
Financial Officer and Chief Accounting Officer (its principal executive officer and principal financial officers,
respectively), regarding the effectiveness of the Company’s disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of December 31, 2007. Based on the aforementioned
evaluation, management has concluded that the Company’s disclosure controls and procedures were not effective
as of December 31, 2007 because of the existence of a material weakness in our internal control over financial
reporting related to accounting for international income taxes as described below. Notwithstanding the existence
of the material weakness described below, management has concluded that the consolidated financial statements
in this Form 10-K fairly present, in all material respects, the Company’s financial position, results of operations
and cash flows for the periods and dates presented.
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Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting. Our internal control system is designed to provide reasonable assurance (o our management and board
of directors regarding the reliability of financial reporting and the preparation of published financial statements.
All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial reporting and
financial statement preparation and presentation,

We have assessed the effectiveness of our internal control over financial reporting as of December 31, 2007.
In making this assessment, we used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission, or COSO, in Jmernal Control—integrated Framework. A material weakness was
identified in the Company’s internal control over financial reporting relative to accounting for international
income taxes as of December 31, 2007. The material weakness was comprised of inadequate controls to ensure a
sufficient technical review was performed of the international tax provision.

This material weakness resulted in an immaterial adjustment to the uncertain tax position liability recorded
upon the adoption of Financial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in
Income Taxes—an interpretation of FASB Statement No. 109, or FIN 48, effective January 1, 2007, and an
offsetting adjustment to retained earnings. This correction of the initial FIN 48 adoption was recorded in the
fourth quarter of 2007. As a result of management's assessment, the Company determined that this correction did
not have a material effect on the previously reported condensed consolidated financial statements for the
quarterly reports filed with the Securities and Exchange Commissicn during 2007.

Because of the material weakness described above, management has concluded that the Company’s internal
control over financial reporting was not effective as of December 31, 2007. No other material weaknesses in our
internal control over financial reporting were identified.

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the Company’s annual or
interim financial statements will not be prevented or detected on a timely basis.

Deloitte & Touche LLP, the independent registered public accounting firm that audited the Company's
consolidated financial statements, has issued an attestation report on the Company’s internal control over
financial reporting as of December 31, 2007, which is included herein in Item 9A.

Changes in Internal Control over Financial Reporting

No changes in our internal control over financial reporting occurred during the quarter ended December 31,
2007 that have materially affected, or are reasonably likely to materially affect, our internal conirol over financial
reporting.

Remediation Plan for Material Weakness

In response to the identified material weakness described above, our management, with oversight from our
Audit Committee, intends to continue to enhance our internal control over financial reporting relative to
accounting for international income taxes during fiscal year 2008 as follows:

» Implement enhanced policies and procedures over income tax planning, tax return preparation and
accounting for internationa} income taxes, and

+ Engage additional expert resources to augment our income tax planning, tax return preparation and
accounting for international income taxes as was done in connection with the preparation of the
consolidated financial statements included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
LoJack Corporation
Boston, Massachuseits

We have audited LoJack Corporation’s and subsidiaries’ (the “Company’s”) internal control over financial
reporting as of December 31, 2007, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompanying
Management’s Annual Report on Internal Control over Financial Reporting. Our responsibility is to express an
opinion on the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on that risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion,

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of the company’s annual or
interim financial statements will not be prevented or detected on a timely basis. The following material weakness
has been identified and included in management’s assessment:

The Company did not have effective operation of controls to ensure that its international tax
consequences were properly assessed and reported in the Company’s consolidated financial statements.
Specifically, controls were inadequate to ensure a sufficient technical review was performed of the
international tax provision. An immaterial adjustment to the uncertain tax position liability and an offsetting
adjustment (o retained earnings was reflected in the consolidated financial statements related to this material
weakness, The continued existence of this material weakness could result in errors in the income tax
provision and related accounts and could be material to the consolidated financial statements.

78




This material weakness was considered in determining the nature, timing, and extent of audit tests applied in
our audit of the consolidated financial statements as of and for the year ended December 31, 2007, of the
Company and this report does not affect our report on such financial statements.

In our opinion, because of the effect of the material weakness identified above on the achievement of the
objectives of the control criteria, the Company has not maintained effective internal control over financial
reporting as of December 31, 2007, based on the criteria established in /nternal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated financial statements as of and for the year ended December 31, 2007, of the
Company and our report dated March 14, 2008 expressed an unqualified opinion on those financial statements
and included an explanatory paragraph regarding the Company’s adoption of Financial Accounting Standards
Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109, effective January 1, 2007.

/s/ DELOITTE & TOUCHE LLP

Boston, Massachusetts
March 14, 2008
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ITEM 9B—OTHER INFORMATION

None.

PART III

ITEM 10—DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
Code of Ethics

Our Amended and Restated Code of Business Conduct and Ethics, or the Code of Business Conduct and
Ethics, applies to our directors, officers and employees. The Code of Business Conduct and Ethics is posted on
our website, www.lojack.com, under “Investor Relations™ under the heading “ABOUT US™ Any waiver for
directors or executive officers from a provision of the Code of Business Conduct and Ethics must be approved by
our Board of Directors and shall be disclosed on a Form 8-K within four business days, Additionally, we intend
to satisfy our disclosure requirement regarding any amendment to the Code of Business Conduct and Ethics by
posting such information on our website within four business days.

Qur website address is included in this Annual Report on Form 10-K as a textual reference only and the
information in our website is not incorporated by reference into this Annual Report on Form 10-K.

See ltem 1, Business—Executive Officers.

The remainder of the information required by this Item 10 is incorporated herein by reference to our
definitive Proxy Statement for our Annual Meeting of Stockholders to be held May 20, 2008 under the headings
“Proposal No. |—Election of Directors,” “Corporate Governance” and “Section 16(a) Beneficial Ownership
Reporting Compliance.”

ITEM 11—EXECUTIVE COMPENSATION

The information required by this Item 11 is incorporated herein by reference to the information appearing in
our definitive Proxy Statement for our Annual Meeting of Stockholders to be held on May 20, 2008 under the
headings “Executive Compensation” and “Director Compensation™ and *Proposal No. 1—Election of Directors.”

ITEM 12—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this Item 12 is incorporated herein by reference to the information appearing in
our definitive Proxy Statement for our Annual Meeting of Stockholders to be held on May 20, 2008 under the
headings “Security Ownership of Certain Bereficial Owners and Management and Related Stockholder Matters”
and “Securities Authorized For Issuance Under Equity Compensation Plans.”

ITEM 13—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this Item 13 is incorporated herein by reference to our definitive Proxy
Statement for our Annual Meeting of Stockholders to be held on May 20, 2008 under the heading “Certain
Relationships and Related Transactions” and “Corporate Governance.”

ITEM 14—PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14 is incorporated herein by reference to our definitive Proxy
Statement for our Annual Meeting of Stockholders to be held on May 20, 2008 under the heading “Auditors.”
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PART IV

ITEM 15—EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) Financial Statements

The following documents are filed as part of this annual report:

The financial statements and report of the independent registered public accounting firm required by this
Item are included in Part II, Item 8.

(b) Exhibits

3A,

3B.

4A.

4B.

4C.

10A.

10B.

10C.

10D.

10E.

10F.

10G.

10H.++

10L++

10).++

Amended By-Laws (incorporated by reference to the Company’s Annual Report on Form 10-K
for the fiscal year ended February 29, 1992, filed with the Commission, File No. 001-08439).

Restated Articles of Organization, as amended (incorporated by reference to the Company’s Current
Report on Form 8-K, filed with the Commission on October 13, 2004, File No. 001-08439).

Amended Specimen Share Certificate (incorporated by reference to Exhibit 4A to
File No. 2-98609).

Rights Agreement, dated December 17, 1999, between the Company and American Stock
Transfer and Trust Company (incorporated by reference to the Company’s registration statement
on Form 8-12G, filed with the Commission on December 20, 1999, File No. 28563).

Combination Agreement, dated as of August 16, 2004, by and among LoJack Corporation, 4246624
Canada Inc. and Boomerang Tracking Inc. (incorporated by reference to the Company’s Current
Report on Form 8-K, filed with the Commission on October 13, 2004, File No. 001-08439).

Multicurrency Revolving Credit and Term Loan Agreement dated July 20, 2007 by and among the
Company, Citizens Bank of Massachusetts and the Royal Bank of Canada (incorporated by
reference to the Company’s Current Report on Form 8-K, filed with the Commission on July 26,
2007 File No.001-08439).

Loan Agreement, between the Company and its Argentine licensee (incorporated by reference to
the Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2002, filed
with the Commission, File No. (001-08439 (the “September 2002 Form 10-Q™)).

Promissory Note, dated September 5, 2002, issued to the Company by its Argentine licensee
(incorporated by reference to the September 2002 Form 10-Q).

Pledge and Security Agreement, dated September 5, 2002, made by Cartos Roberto Mackinlay in
favor of the Company (incorporated by reference to the September 2002 Form 10-Q).

Pledge and Security Agreement, dated September 5, 2002, made by Roberto Bonanni Rey in favor
of the Company (incorporated by reference to the September 2002 Form 10-Q).

Guarantee Agreement, dated September 5, 2002, by Carlos Roberto Mackinlay in favor of the
Company (incorporated by reference to the September 2002 Form 10-Q).

Amendment, effective November 30, 2002, to the September 5, 2002 Loan Agreement, entered
into by and among Car Security S.A., LoJack Recovery Systems Business Trust, the Company,
Carlos Mackinlay and Roberto Bonanni Rey (incorporated by reference to the Company’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2002 filed with the Commission,
File No. 001-08439, (the “2002 Form 10-K™)).

Restated and Amended Stock Incentive Plan, as restated February 28, 2001, and as amended on
October 11, 2001 and December 23, 2002 (incorporated by reference to the 2002 Form 10-K).

Form of Senior Management Option Agreement (incorporated by reference to the 2002
Form 10-K).

Form of Non-Employee Director Option Agreement (incorporated by reference to the 2002
Form 10-K).
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Subscription Agreement, dated as of March 14, 2003, by and among Lolack de México, S. de R.L.
de CV., Grupo Car Mart, S.A. de C.V. and José Antonio Ocejo Gutiérrez (incorporated by
reference to the 2002 Form 10-K).

Agreement for the Design & Supply of VLUS Products, dated December 29, 2003, between the
Company and Plextek Limited, (portions of this exhibit have been omitted pursuant to a request for
confidential treatment) (incorporated by reference to the Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2003, filed with the Commission, File No. (001-08439 (the
#2003 Form 10-K™)).

LoJack Corporaticn 2003 Stock Incentive Plan (incorporated by reference to the 2003 Form 10-K).

Form of Lolack Corporation 2003 Stock Incentive Plan Stock Option Agreement (incorporated by
reference to the 2003 Form 10-K). ’

Form of LoJack Corporation Restricted Stock Agreement for Officers (incorporated by reference to
the 2003 Form 10-K).

LoJack Nonqualified Deferred Compensation Plan (incorporated by reference to the 2004 Form 8-K
for the fiscal year ended December 31, 2004 filed with the Commission, File, No. 001-08439 (the
#2004 Form 10-K™)).

Boomerang Tracking Inc. Amendment to the Bell Mobility Contract. (incorporated by reference to
the 2004 Form 10-K).

Boomerang Tracking Inc. Contract with The Createch Group for services relating to upgrading
enterprise software. (incorporated by reference to the 2004 Form 10-K),

Royal Business Operatingline Agreement, by and among Boomerang Tracking, Inc. and Royal
Bank of Canada, dated May 20, 2005 (incorporated by reference to the Company’s Quarterly Report
on Form 10-Q, filed with Commission on August 9, 20035, File No. 001-08439).

Forms of Single and Double Trigger Change of Control Agreements, {incorporated by reference to
the Company’s Current Report on Form 8-K, filed with the Commission on January 27, 2006, File
No. 001-08439).

Summary of LolJack Corporation Director Compensation. (incorporated by reference to the
Company’s Current Report on Form 8-K, filed with the Commission on May 25, 2006,
File No. 001-08439).

Preferred Stock Purchase Agreement by and between SCIN, Inc. and LoJack Corporation dated
October 12, 2006. (incorporated by reference to the Company’s Quarterly Report on Form 10-Q,
filed with Commission on November 9, 2006, File No. 001-08436),

Retirement and Noncompetition Agreement by and between Joseph F. Abely and Lolack
Corporation, dated November 17, 2006 (incorporated by reference to the Company’s Current Report
on Form 8-K, filed with Commission on November 21, 2006, File No. 001-08439),

Amendment No. 5 to the LolJack Corporation 2003 Stock Incentive Plan (incorporated by reference
to the Company’s Current Report on Form 8-K, filed with the Commission on November 5, 2007,
File No. 001-08439).

LoJack Corporation Amended and Restated Non-Qualified Deferred Compensation Plan
(incorporated by reference to the Company’s Current Report on Form 8-K, filed with the
Commission on February 19, 2008, File No. 001-08439).

Subsidiaries of the Registrant.

Consent of Deloitte & Touche LLP.

Rule 13a-14(a)/15(d)-14(a) Certification.

Rule 13a-14(a)/15(d)}-14(a) Certification.

Rule 13a-14(a)/15(d)-14(a) Certification.

Certification Pursuant to 18 U.S.C Section 1350. (furnished)

*  Indicates an exhibit which is filed herewith.
++ Indicates an exhibit which constitutes a management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant

has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the Town
of Westwood, Commonwealth of Massachusetts, on the 17t day of March 2008.

LOJACK CORPORATION
(Registrant)

By:

/s!/ RICHARD T. RILEY

Richard T. Riley

Chairman and Chief Executive Officer

Signature

/s/ RICHARD T. RILEY

Richard T, Riley

/s/  RONALD V, WATERS III

Ronald V. Waters 111

fs/  MICHAEL UMANA

Michael Umana

/s/ Rory J. CowaN

Rory ]. Cowan

/8! JoHN H. MAaCcKINNON

John H. MacKinnon

/s/ ROBERT J. MURRAY

Rabert J. Murray

/s/ ROBERT L., REWEY

Robert L. Rewey

fs/ HARVEY ROSENTHAL

Harvey Rosenthal

/s/ MAaRIA RENNA SHARPE

Maria Renna Sharpe

fs/ BriaN D, BoycCE

Brian D. Boyce

Title

Chairman and Chief Executive
Officer

President, Chief Operating Officer

and Director

Senior Vice President and Chief

Financial Officer (principal

financial officer)

Director

Director

Director

Director

Director

Director

Corporate Controller and Chief

Accounting Officer (principal
accounting officer)
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacity and on the dates indicated.

Date

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008

March 17, 2008



Subsidiaries of the Registrant

LoJack Equipment Ireland Limited, an Ireland Company

EXHIBIT 21

LoJack de Mexico, S. de R L. de CV, a Mexican Limited Liability Company

LoJack do Brasil LTDA, a Brazilian Limitada

LoJack International Corporation, a Delaware Corporation
LoJack Italia SRL, an Italian Company

LoJack Network SRL, an Italian Company

LoJack Global LLC, a Delaware Limited Liability Company
LoJack Operating Company, L.P., a Delaware Limited Partnership
Boomerang Tracking Inc., a Canadian Corporation

LoJack ExchangeCo Canada Inc., a Canadian Corporation
An Jie China Holdings Limited, a Cyprian Company

LoJack of Puerto Rico, Inc., a Puerto Rico Corporation
LoJack Uruguay S.A., a Uruguay Company

Lolack International Benelux, SPRL, a Belgian Company

Lolack European Network B.V., a Duich private limited company
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Exhihit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 33-86614, 33-55904,
333-43670, 333-86840, 333-111293 and 333-117924, each on Form $-8 and Registration No. 333-119721 on
Form S$-3 of our report dated March 14, 2008 (which report expresses an unqualified opinion and includes an
explanatory paragraph relating to the adoption of Financial Accounting Standards Board Interpretation No. 48,
Accounting for Uncertainty in Income Taxes—an interpretation of FASB Statement No.109, effective January 1,
2007, and the adoption of statement of Financial Accounting Standards No.123(R), Share-Based Payment,
effective January 1, 2006) relating to the consolidated financial statements of LoJack Corporation and
subsidiaries and of our report dated March 14, 2008 relating to internal control over financial reporting (which
report expresses an adverse opinion on the effectiveness of the Company’s internal control over financial
reporting because of a material weakness), appearing in this Annuat Report on Form 10-K of LoJack Corporation
for the year ended December 31, 2007,

/s/ DELOITTE & TOUCHE LLP

Boston, Massachusetts
March 14, 2008
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Exhibit 31.1

Rule 13a - 14(a)/15d - 14(a) Certification

I, Richard T. Riley, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of LoJack Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operatlons and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
inciuding its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evalvation; and

(dy Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s the board of directers (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. ‘

Date: March 17, 2008

By:

/s/ RicHARD T. RILEY

Richard T. Riley
Principal Executive Officer
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Exhibit 31.2

Rule 13a - 14(a)/15d — 14(a) Certification

I, Michael Umana, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of LoJack Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Destgned such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entitigs, particularly
during the period in which this report is being prepared;

{b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting t0 be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

{c} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and 1 have disclosed, based on cur most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s the board of directors (or persons performing the equivalent functions):

(=) Al significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

{b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 17, 2008

By:

/s/  MICHAEL UMANA

Michael Umana
Principal Financial Officer

87




Exhibit 31.3

Rule 13a - 14(a)/15d ~ 14(a) Certification

[, Brian D. Boyce, certify that:

1.
2.

[ have reviewed this annual report on Form 10-K of LoJack Corporation;

Rased on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared; '

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principies;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation;

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit commitiee of the
registrant’s the board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 17, 2008

By:

/s/ BRIAN D. Boyce

Brian I}. Boyce
Principal Accounting Officer
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Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the filing of the Annval Report on Form 10-K for the year ended December 31, 2007 (the
“Report”) by Lolack Corporation (the “Company™), Richard T. Riley, as the Chief Executive Officer, Michael
Umana, as the Chief Financial Officer, of the Company and Brian D. Boyce, as the Corporate Controller and
Chief Accounting Officer, each hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

1. the Report fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities
Exchange Act of 1934; and

2. the information contained in the Report fairly presents, in all material respects, the financia! condition
and results of operations of the Company.

Date: March 17, 2008

fsf Ricvarp T, RiLEY

Richard T. Riley
Chairman and Chief Executive Officer

fs/ MiIcHAEL UMANA

Michael Umana
Chief Financial Officer

/s/ Brian D. Boyce

Brian D. Boyce
Corporate Controller and Chief Accounting Officer
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Executive Officers

Richard T. Riley
Chairman & Chief Executive Officer

Ronald V. Waters
President & Chief Operating Officer

William R. Duvall
Executive Vice President & Chief Technology Officer

Thomas A. Wooters
Executive Vice President & General Counsel

Michael Umana
Senior Vice President & Chief Financial Officer

Thomas M. Camp
Senior Vice President & General Manager
(international)

Kevin M. Mullins
Senior Vice President & General Manager
(Domeslic)

Board of Directors
Richard T. Riley

Chairman of the Board of Directors & Chief Executive Officer

Ronald V. Waters
President & Chief Operating Officer

Robert ]. Murray
Retired, formerly Chairman of the Board of Directors
New England Business Service, Inc.

Harvey Rosenthal
Retired, formerly President & Chief Operating Officer
Melville Corporation

fohn H. MacKinnon
Retired, formerly Partner
PricewaterhouseCoopers, LLP

Robert L. Rewey

Retired, formerly Group Vice President of North American
Operations & Global Consumer Service

Ford Motor Company

Maria Renna Sharpe

Senior Vice President, Compensation, Benefits and
Human Resource Systems

PepsiCo, Inc.

Rory |. Cowan
Chairman of the Board & Chief Executive Officer
Lionbridge Technologies

Registrar and Transfer Agent

American Stock Transfer & Trust Company
New York, New York

Securities Listing
NASDAQ Global Select Market: LOJN

Annual Meeting

10:00 a.m., May 20, 2008
Sullivan & Worcester LLP
One Post Office Square
Boston, Massachusetts 02109

Corporate Counsel

Sullivan & Worcester LLP
Boston, Massachusetts

Independent Auditors

Deloitte & Touche LLP
Boston, Massachusetts

Investor Relations
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Sea Cliff, New York
516.671.8582

Availability of Exhibits to Form 10-K

Exhibits marked as “Included in the Company’s
Form 10-K” are available without charge upon
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Investor Relations

LoJack Corporation

200 Lowder Brook Drive, Suite 1000
Westwood, MA (02090
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